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A B ST R A C T
The g e n e r a l  p u rp o se  of th i s  r e s e a r c h  was  to c o n t r ib u te  both  
t h e o r e t i c a l  and e m p i r i c a l  r e s e a r c h  to the f ie ld  of c o r p o r a t e  s t r a t e g y .  
The ob jec t iv e  of the  t h e o r e t i c a l  w o r k  w as  to  d eve lop  a f r a m e w o r k  
fo r  c o r p o r a t e  s t r a t e g y  tha t  would f o r m  a b a s i s  f o r  not  only th is  
r e s e a r c h ,  bu t  fo r  fu tu re  r e s e a r c h  in  the  fie ld a s  wel l .  An ob jec t iv e  
of the e m p i r i c a l  w o rk  w as  to u t i l ize  c o n c e p t s  deve loped  in the 
t h e o r e t i c a l  f r a m e w o r k  to o b ta in  d a ta  d e s c r i b i n g  how c o r p o r a t e  
s t r a t  gy is  f o r m u la t e d  in  the r e a l  w o r ld .
The e m p i r i c a l  r e s e a r c h  w as  conduc ted  via s t r u c t u r e d  
p e r s o n a l  i n t e r v i e w s  with  five t h i rd  l e v e l  e x e c u t iv e s  h e a d in g  o p e r ­
a t ing  un i ts  in  five l a r g e  d iv i s io n a l i z e d  c o r p o r a t i o n s .  A n s w e r s  to 
q u e s t io n s  posed  to the e x e c u t iv e s ,  c o m m e n t s  by the e x e c u t iv e s ,  
and e x a m in a t io n  of r e l e v a n t  co m p an y  d o c u m e n t s  p ro v id e d  the da ta  
fo r  s u b se q u e n t  a n a l y s i s  c o n c e r n in g  s t r a t e g y  f o rm u la t io n .
A m a j o r  concep t  d ev e lo p ed  in  the t h e o r e t i c a l  f r a m e w o r k  
and u s e d  as  p a r t  of the e m p i r i c a l  r e s e a r c h  was  t h a t  t h e r e  e x i s t s  a 
f in i te  s e t  of d e c i s io n s  th a t  def ine  c o r p o r a t e  s t r a t e g y .  This  d e c i ­
s io n a l  o r ie n ta t io n  p rov ided  the n u c leu s  fo r  q u e s t io n s  posed  to the
e x e c u t iv e s .  The r e s e a r c h  w as  a l s o  p a t t e r n e d  a f t e r  the  id e a  tha t  
e x t e r n a l  and i n t e r n a l  i n f o r m a t i o n  inpu ts  a r e  n e c e s s a r y  fo r  th e se  
d e c i s io n s  to be m a d e .  The e m p i r i c a l  p o r t i o n  of th i s  in v e s t ig a t io n  
e x a m in e d  how s t r a t e g i c  i n f o r m a t i o n  inputs  w e r e  r e c e i v e d ,  what  
people  w e r e  invo lved  in  ob ta in ing  the in p u ts ,  how of ten  the inpu ts  
w e r e  s e n t  to the e x e c u t iv e s  i n t e rv i e w e d ,  the  d e g r e e  of  a s s i s t a n c e  
tha t  m o d e l s  w e r e  in  p ro v id in g  s t r a t e g i c  i n fo r m a t io n ,  w ha t  people  
m a d e  the f ina l  s t r a t e g i c  d e c i s io n s ,  w ha t  c r i t e r i a  w e r e  u sed  to 
m a k e  the d e c i s io n s ,  how of ten  the d e c i s io n s  w e r e  r e - e v a l u a t e d ,  and 
the a g r e e m e n t  o r  d i s a g r e e m e n t  tha t  the e x e c u t iv e s  f e l t  to w ard  the 
p a r t i c u l a r  d e c i s io n s  used  to def ine  s t r a t e g y .
A final  o b jec t ive  of the e m p i r i c a l  w o r k  w a s  to u t i l i z e  the 
f ind ings  ob ta ined  f r o m  d a ta  g a th e r e d  to d ev e lo p  h y p o th e s e s  and 
g u id e l in es  fo r  f u tu r e  r e s e a r c h  in  the f ie ld  of c o r p o r a t e  s t r a t e g y .  
Th is  ob jec t iv e  w a s  fu lf i l led  w ith  the p r e s e n t a t i o n  of s ix te e n  
h y p o th e s e s  th a t  w i l l  h e lp  to guide fu tu re  r e s e a r c h  a t t e m p t s  in  th i s  
c o m p le x  and r e l a t i v e ly  u n e x p lo re d  a r e a .
The f indings  and h y p o th e se s  d ev e lo p ed  a l l  c o n t r ib u te  in 
so m e  w ay  to the e m p i r i c a l  r e s e a r c h  ob jec t iv e  of f inding  out  how 
s t r a t e g y  i s  f o rm u la t e d .  Some f indings  led  to the d e v e lo p m e n t  
a n d / o r  c o r r o b o r a t i o n  of so m e  c o n t e m p o r a r y  though ts  c o n c e rn in g  
v a r io u s  p h en o m en a  tha t  o c c u r  d u r in g  the p r o c e s s  of f o rm u la t in g
c o m p a n y  s t r a t e g y .  C e r t a i n  id e a s  b ro u g h t  f o r th  in c lu d ed  (1) the 
e x i s t e n c e  of f i r m s  in  d i f f e r e n t  s t a g e s  of s t r a t e g y  d ev e lo p m e n t ,
(2) the p o s s ib l e  r e l a t i o n s h i p  b e tw e en  s t a g e s  of d e v e lo p m e n t  and 
m o d e s  of s c an n in g  used  to s e c u r e  s t r a t e g i c  i n fo r m a t io n ,  and
(3) the no t ion  tha t  ch ie f  ex ecu t iv e  o f f i c e r s  tend  to r a t i f y  and m a y  
not  be the a c t u a l  f o r m u l a t o r s  of s t r a t e g y  in  s o m e  f i r m s .
The r e s e a r c h  p r o j e c t  was  j u s t i f i e d  on the b a s i s  of the f ie ld  
of s t r a t e g y  need ing  r e s e a r c h  tha t  would  (1) c o n t r ib u te  to the 
d e v e lo p m e n t  of t h e o r y  for  the f ie ld ,  and  (2) c o n t r ib u te  e m p i r i c a l  
r e s e a r c h  to the r e l a t i v e ly  u n ex p lo red  topic  of s t r a t e g y  f o rm u la t io n .  
To th is  ex te n t ,  th i s  r e s e a r c h  o f fe r s  a  t h e o r e t i c a l  f r a m e w o r k ,  
e m p i r i c a l  d a ta ,  r e s e a r c h  f ind ings ,  and h y p o th e s e s  th a t  c o n t r ib u te  
to c l a r i f y i n g  the topic  of c o r p o r a t e  s t r a t e g y .
C H A P T E R  I
INTRODUCTION
This  p a p e r  is devo ted  to the c o m p le x  and r e l a t i v e ly  u n ­
e x p lo r e d  topic of c o r p o r a t e  s t r a t e g y .  Unlike m o s t  o t h e r  a r e a s  of 
b u s in e s s ,  the f ie ld  of s t r a t e g y  r e q u i r e s  f a m i l i a r i t y  with  m an y  
func t iona l  s p e c i a l t i e s ,  including  m a r k e t i n g ,  p ro d u c t io n ,  f inance ,  
a c c o u n t in g ,  e c o n o m i c s ,  s t a t i s t i c s ,  o r g a n i z a t i o n a l  b e h a v io r ,  and 
m a n a g e m e n t .  In add i t ion ,  when seek in g  a b a lance  be tw een  the 
i n t e r n a l  c h a r a c t e r i s t i c s  of the f i r m  and the o p p o r tu n i t i e s  and c o n ­
s t r a i n t s  in the e n v i r o n m e n t ,  the f i r m  and i t s  func t iona l  s p e c i a l t i e s  
m u s t  be v iewed a s  a s y s t e m  of i n t e r r e l a t e d  p a r t s .  T h i s ,  in tu rn ,  
r e q u i r e s  tha t  the f ie ld  of c o r p o r a t e  s t r a t e g y  take a m u l t i - f u n c t io n a l  
poin t of view. The g e n e r a l  p u r p o s e  of th is  p a p e r  w i l l  be to c o n ­
t r ib u te  both t h e o r e t i c a l  and e m p i r i c a l  r e s e a r c h  to the co m plex  
f ie ld  of s t r a t e g y .  The f i r s t  p a r t  of th is  in t ro d u c t io n  w i l l  p rov ide  a 
b r i e f  o v e rv ie w  of the t h e o r e t i c a l  w o rk .  Th is  w i l l  be fo llowed by a 
s i m i l a r  t r e a t m e n t  of the e m p i r i c a l  p a r t  of the s tudy.
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T h e o r e t i c a l
M os t  s c h o l a r s  would a g r e e  tha t  o r g a n i z e d  an d  s u b s t a n t iv e  
r e s e a r c h  e f fo r t s  in a f ie ld  m u s t  be founded on a  sound t h e o r e t i c a l  
f r a m e w o r k .  * A  m a j o r  p u r p o s e  of th is  d i s s e r t a t i o n  i s  to p rov ide  
su ch  a f r a m e w o r k ,  no t  only fo r  th is  s tudy ,  but f o r  fu tu re  r e s e a r c h  
in the a r e a  of c o r p o r a t e  s t r a t e g y .  Since  a t  th i s  t im e  su c h  a f r a m e ­
w o r k  does  no t  e x i s t ,  the t h e o r e t i c a l  p o r t io n  of this  p a p e r  can  be 
viewed  a s  a co n t r ib u t io n  to the d e v e lo p m e n t  of the f ie ld .
In o r d e r  to a c h ie v e  th is  p u r p o s e ,  the f i r s t  p a r t  of th is  p a p e r  
( C h a p te r s  II ,  III, and IV) p r e s e n t s  and d i s c u s s e s  a  unique m o d e l  of 
e n t e r p r i s e  d e c i s io n  m a k in g .  The d i s c u s s i o n  f o c u s e s  on th re e  
c l a s s e s  of d e c i s io n  v a r i a b l e s  in tha t  m o d e l  ( s t r a t e g i c ,  i m p l e m e n t a ­
tion,  and m u l t i - f u n c t io n a l ) .  T h e s e  c h a p t e r s  a r e  b a sed  on l i t e r a t u r e  
r e v i e w s  in the r e s p e c t i v e  a r e a s .  Th is  p r i m a r i l y  i n c lu d e s  a r ev ie w  
of s t r a t e g y  f o rm u la t io n  and im p le m e n ta t io n ,  m a n a g e m e n t  and  a c c o u n t ­
ing,  and m a r k e t i n g ,  p ro d u c t io n  and f in a n c e .  A  r e s u l t  of this  r e v i e w  
is  a f r a m e w o r k  tha t  d e s c r i b e s  the r e l a t i o n s h i p  b e tw een  the f i r m  and 
the e n v i r o n m e n t  ( s t r a t e g i c  v a r i a b l e s ) ,  how the in tended  r e l a t i o n s h i p  
is  a c h ie v e d  ( im p le m e n ta t io n  v a r i a b l e s ) ,  the i n t e r a c t io n  tha t  t a k e s  
p lace  and the i n t e rd e p e n d e n c ie s  that  e x i s t  am o n g  fu n c t io n a l  a r e a s
*See, fo r  e x a m p le ,  W il l iam  F .  G lueck ,  " B u s i n e s s  P o l ic y :  
R e a l i t y  and P r o m i s e "  (p ro f e s s io n a l  p a p e r  p r e s e n t e d  a t  the N a t iona l  
M ee t in g  of the A c a d e m y  of M a n a g e m e n t ,  D iv is ion  of B u s i n e s s  P o l i cy  
and P lann ing ,  M in n ea p o l i s ,  1972).
3
( m u l t i - fu n c t io n a l  v a r i a b l e s ) ,  and how s t r a t e g i c  d e c i s io n s  s e r v e  to
guide a l l  s u b s e q u e n t  lo w e r  o r d e r  d e c i s io n s  in the e n t e r p r i s e .
The l a c k  of e m p i r i c a l  w o rk  in the a r e a  of c o r p o r a t e
s t r a t e g y  ha-; been  e x p r e s s e d  by a n u m b e r  of a u t h o r s . ^  Th is  c o n c e r n
is  w e l l  founded fo r  e m p i r i c a l  w o r k  is  n e c e s s a r y  fo r  the f ie ld  to
p r o c e e d  in t e r m s  of u n d e r ly in g  d i s c ip l in e  and k n ow ledge .  H o w e v e r ,
the poin t  should  be m a d e  th a t  sound t h e o r y  is  a l s o  n e c e s s a r y  to take
s u b s t a n t i a l  s t r i d e s  in the d i r e c t i o n  of e m p i r i c i s m .  3 A s  one a u th o r
h as  po in ted  out:
.At i ts  e s s e n c e  good t h e o r y  s t a t e s  i t s  b a s ic  
p ro p o s i t io n s  in the s i m p l e s t ,  m o s t  g e n e r a l  f o r m  
p o s s ib l e ,  and in a f o r m  w h ich  m a k e s  ab u n d an t ly  
c l e a r  the r e l a t i o n s h i p  am o n g  key  a s s u m p t i o n s  
and the m a n n e r  in w hich  tut t h e o r y  b e a r s  on 
e v id en ce .  Good t h e o r y  c r i e s  fo r  e m p i r i c a l  
c o r r o b o r a t i o n s  o r  r e fu t a t i o n s  and beyond th i s ,  
good th e o ry  s t i m u l a t e s  e x p e r i m e n t s  w h ich  ex tend  
the th e o r y .  ^
^See ,  f o r  e x a m p l e ,  Dan E .  S c h e n d e l  and K enne th  J .  H a t ten ,  
" B u s i n e s s  P o l i c y  o r  S t r a t e g i c  M a n a g e m e n t :  A B r o a d e r  View fo r  an  
E m e r g i n g  D i s c i p l i n e , "  p. 7; H e n ry  M in tz b e r g ,  " R e s e a r c h  on 
S t r a t e g y - M a k in g ,  " p. 1; and W i l l i a m  F .  G lueck ,  " B u s i n e s s  P o l icy :  
R e a l i ty  and P r o m i s e ,  " p. 4 ( p r o f e s s i o n a l  p a p e r s  p r e s e n t e d  a t  the 
N a t io n a l  M ee t ing  of the A c a d e m y  of M a n a g e m e n t ,  D iv is ion  of 
B u s i n e s s  P o l i c y  and P lan n in g ,  M in n e a p o l i s ,  1972). A l s o ,  see  
W i l l i a m  D. Guth, A M e m o r a n d u m  to the m e m b e r s  of the D iv is io n  of 
B u s i n e s s  P o l icy  and P lan n in g ,  A c a d e m y  of M a n a g e m e n t ,  F e b r u a r y  
6, 1973.
^ P a u l  R. Rigby,  C o n c e p tu a l  F o u n d a t io n s  of B u s in e s s  
R e s e a r c h  (New York:  John  Wiley and  S ons ,  I n c . ,  1965), pp. 177-79 .
4 j .  L. B o w e r ,  " S t r a t e g y  a s  a P r o b l e m  Solving T h e o ry  of 
B u s in e s s  P l a n n i n g , "  C a se  C l e a r i n g  H ouse ,  B P  894,  H a r v a r d  
B u s i n e s s  School ,  1967.
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The am o u n t  of e m p i r i c a l  e v id en ce  now e x i s t in g  s e e m s  to 
p lace  so m e  doubt on the e x i s t e n c e  of "good"  t h e o r y  in the f ie ld  of 
B u s i n e s s  P o l i c y  and S t ra t e g y .  A r e s u l t  of the t h e o r e t i c a l  p o r t io n  
of the d i s s e r t a t i o n  (C h a p te r s  II,  III, and IV) is a f r a m e w o r k  tha t  has  
the p o te n t ia l  of b ecom ing  a foundat ion  f o r  fu tu re  d e v e lo p m e n t  of 
t h e o r y  f o r  c o r p o r a t e  s t r a t e g y .  In th is  m a n n e r ,  the f r a m e w o r k  m a k e s  
a co n t r ib u t io n  in the d i r e c t io n  of f i l l ing a void tha t  now e x i s t s  in the 
l i t e r a t u r e .  F u r t h e r m o r e ,  the c o n t r ib u t io n  of a t h e o r e t i c a l  f r a m e ­
w o r k  w i l l  s t im u la t e  e m p i r i c a l  r e s e a r c h  o v e r  m a n y  y e a r s  to c o m e .  
R e c e n t  w i d e s p r e a d  c o n c e r n  o v e r  the f a c t  th a t  an  e m p i r i c a l  data  b ase  
is  lack ing  in the f ie ld  canno t  be a l l e v i a t e d  th ro u g h  o r g a n iz e d  r e s e a r c h  
e f fo r t s  un t i l  t h e o r e t i c a l  f r a m e w o r k s  (such  a s  the one p r e s e n t e d  in 
th is  s tudy)  a r e  deve loped .
The s t a t e m e n t  tha t  the t h e o r e t i c a l  f r a m e w o r k  d ev e lo p ed  in 
th is  p a p e r  w il l  s t im u la te  fu tu re  r e s e a r c h  is  a t  l e a s t  p a r t i a l l y  s u p ­
p o r te d  by the e m p i r i c a l  w o r k  tha t  was  c o m p le te d  f o r  th is  s tudy .  The 
p o r t io n  of the f r a m e w o r k  upon w hich  the e m p i r i c a l  w o r k  w as  b ased  
p ro v id e d  a m e th o d o lo g y  fo r  g a th e r in g  data  on the v i r t u a l ly  u n e x p lo re d  
topic  of s t r a t e g y  f o rm u la t io n .  Many s i m i l a r  m e th o d o lo g ie s  and 
r e s e a r c h  q u e s t io n s  a r e  o f fe red  by the f r a m e w o r k  fo r  fu tu re  r e s e a r c h .
^Schendel  and Hat ten ,  " B u s i n e s s  P o l i c y  o r  S t r a t e g i c  
M a n a g e m e n t , "  p. 7. A lso ,  s e e  H. Ig o r  Ansoff ,  C o r p o r a t e  S t r a t e g y  
(New Y ork :  M c G ra w - H i l l  Book C om pany ,  1965), p. 5.
5
A t h e o r e t i c a l  f r a m e w o r k  fo r  the f ie ld  of B u s i n e s s  P o l i c y  
and  S t r a t e g y  w i l l  c o n t r ib u te  to t e a c h e r s  and p r a c t i t i o n e r s ,  a s  w e l l  
a s  r e s e a r c h e r s .  As  a  p e d a g o g ic a l  d e v ic e ,  the f r a m e w o r k  w i l l  h e lp  
the  s tu d e n t  to d ev e lo p  a n a l y t i c a l  ab i l i ty ;  to c o n s id e r  p r o b l e m s  and 
i s s u e s  in  r e l a t i o n  to one a n o th e r ;  to v iew the  f i r m  a s  a  s y s t e m  of 
i n t e r r e l a t e d  p a r t s ;  to c o n s i d e r  the  f i r m  in  r e l a t i o n  to  th e  e n v i r o n ­
m e n t ;  to t ak e  a top  m a n a g e m e n t  po in t  of view; and so on. A c q u i r in g  
su ch  s k i l l s  i s  a  s o m e w h a t  d i f f i c u l t  t a s k .  U t i l iz ing  a s  p a r t  of the 
p r o c e s s  of a n a l y s i s  of po l icy  s i tu a t io n s  a  t h e o r e t i c a l  and c o n c e p tu a l  
f r a m e w o r k  th a t  h a s  b e e n  bu i l t  upon  and n e c e s s i t a t e s  th e  u se  of  t h e s e  
s k i l l s  w i l l  be a s te p  to w a rd  f o s t e r i n g  t h e i r  d e v e lo p m e n t .
P r e s u m a b l y ,  the s u c c e s s f u l  e x e c u t iv e  u n d e r s t a n d s  and  h a s  
a c q u i r e d  the sk i l l s  tha t  po l icy  c o u r s e s  a t t e m p t  to i n s t i l l  in  s tu d e n t s .  
H o w e v e r ,  by  i n t e r j e c t i n g  an  a n a l y t i c a l  a p p r o a c h  to s t r a t e g y  f o r m u ­
la t io n ,  the  f r a m e w o r k  d ev e lo p ed  in  th i s  p a p e r  o f f e r s  a c o n s i s t e n t  
w a y  of th inking  abou t  and add ing  s o m e  s t r u c t u r e  to  w h a t  h a s  b e e n  
p r o p o s e d  a s  a  s o m e w h a t  u n s t r u c t u r e d  concept.^* In  t h i s  m a n n e r ,  the 
f r a m e w o r k  to  be  p r e s e n t e d  o f f e r s  a  m o r e  a n a ly t i c a l  and  s y s t e m a t i c  
m e a n s  of r e l a t in g  the f i r m  to  i t s  e n v i r o n m e n t .
^ R o b e r t  N. Anthony,  " F r a m e w o r k  fo r  A n a l y s i s ,  " M a n a g e ­
m e n t  S e r v i c e s ,  I ( M a r c h - A p r i l ,  1964), p. 21.
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In add i t ion  to a s e t  of s t r a t e g i c  d e c i s io n s ,  the f r a m e w o r k  
a l s o  id en t i f i e s  the d e c i s io n  a r e a s  tha t  m u s t  be t r e a t e d  f o r  s u c c e s s f u l  
i m p le m e n ta t io n  of s t r a t e g y .  The r e m a i n in g  d e c i s io n  c l a s s e s  in the 
f r a m e w o r k  a r e  those  tha t  e x i s t  in t a s k  a r e a s  of the f i r m  and a r e  
r e q u i r e d  to o p e r a t i o n a l i z e  a f i r m ' s  s t r a t e g y .  The to ta l  f r a m e w o r k  
(four c l a s s e s  of d e c i s io n  v a r i a b l e s )  r e p r e s e n t s  a h o l i s t i c  v iew of 
e n t e r p r i s e  d e c i s io n  m a k in g .  Th is  v iew is  c o n s i s t e n t  w ith  a g e n e r a l  
m a n a g e m e n t  p e r s p e c t i v e  ind ica t ive  of the ch ie f  e x e cu t iv e s  th a t  guide 
b u s in e s s  e n t e r p r i s e s .  I t  is  an a n a ly t i c a l  s c h e m e  tha t  shou ld  be of 
u se  to the g e n e r a l  m a n a g e r  in both f o rm u la t in g  and im p le m e n t in g  
s t r a t e g y .  In add i t ion ,  i t  should  be u s e fu l  a s  a " s t a r t i n g  point  fo r  
(a) d e t e r m in a t i o n  of the p l a c e m e n t  of d e c i s io n  a u th o r i ty  th ro u g h o u t  
the f i r m ,  (b) id en t i f i ca t io n  of a r e a s  of f r e q u e n t  and c r u c i a l  i n t e r ­
ac t io n ,  (c) def in i t ion  and d e s ig n  of h o r i z o n ta l  and v e r t i c a l  i n f o r m a -  
tion f low s,  and (d) o v e r a l l  c o o rd in a t io n  of o r g a n iz a t io n a l  a c t i v i t i e s . "
E m p i r i c a l
The e m p i r i c a l  po r t io n  of the d i s s e r t a t i o n  is  an  e x p l o r a t o r y  
s tudy  of s t r a t e g y  f o rm u la t io n  in five i n d u s t r i a l  f i r m s .  ® A a no ted
^ R o b e r t  C. S h i r l e y  and R aym ond  M. Kinnunen,  " O r g a n i z a ­
t io n a l  D ec is io n  M aking :  A To ta l  F i r m  P e r s p e c t i v e ,  " an  u npub l i shed  
p a p e r ,  p. 2.
®The e x p l o r a t o r y  r e s e a r c h  conduc ted  in th is  s tudy  had  as  an 
ob jec t ive  to d eve lop  h y p o th e se s .  C o n seq u en t ly ,  i t  w as  not c o n c e r n e d  
with  t e s t in g  p re d ic t iv e  o r  c a u s a l  r e l a t io n s h ip s  be tween  two o r  m o r e
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p r e v io u s ly ,  the s tudy  i s  b a s e d  on a p o r t i o n  of  the  t h e o r e t i c a l  f r a m e ­
w o r k  d eve loped  in the f i r s t  p a r t  of  th i s  p a p e r .  M o re  s p e c i f i c a l ly ,  
the  r e s e a r c h  i s  b a s e d  on a co n c ep t  th a t  s t a t e s  th a t  t h e r e  e x i s t s  a 
f in i te  s e t  of d e c i s io n s  th a t  def ine  c o r p o r a t e  s t r a t e g y .  U t i l iz in g  th i s  
co n ce p t  and d e f in i t ion  of s t r a t e g y ,  the r e s e a r c h  p r o c e e d s  to  i n v e s ­
t ig a te  and r e p o r t  on how c o r p o r a t e  s t r a t e g y  i s  f o r m u la t e d .
The d a ta  g a th e r e d  fo r  the  r e s e a r c h  w e r e  v ia  a  s t r u c t u r e d  
p e r s o n a l  i n t e r v i e w  with  five e x e c u t iv e s  f r o m  l a r g e  i n d u s t r i a l  
f i r m s .  R e s p o n s e s  to q u e s t io n s  a s k e d  d u r in g  the i n t e r v i e w  inc lude  
(a) e x t e r n a l  and i n t e r n a l  i n f o r m a t i o n  inpu ts  c h o s e n  by the  e x e c u t iv e s  
to e a c h  s t r a t e g i c  d e c i s io n ,  (b) how th ey  r e c e i v e d  th i s  i n fo r m a t io n ,
(c) who the i n f o r m a t i o n  w a s  ob ta ined  f r o m ,  (d) how of ten  i t  w as  
r e c e iv e d ,  (e) the d e g r e e  of a s s i s t a n c e  t h a t  m o d e l s  w e r e  in  p ro v id in g  
s t r a t e g i c  in fo r m a t io n ,  (f) who m a d e  the f in a l  s t r a t e g i c  d e c i s io n s ,
(g) w h a t  c r i t e r i a  w e r e  u se d  to m a k e  the  d e c i s i o n s ,  (h) how of ten  
the  d e c i s io n s  w e r e  r e - e v a l u a t e d ,  and (i) t h e  a g r e e m e n t  o r  d i s a g r e e ­
m e n t  th a t  the e x e c u t iv e s  fe l t  t o w a rd  the p a r t i c u l a r  d e c i s io n s  u s e d  to 
def ine  c o r p o r a t e  s t r a t e g y .
Q
°(cont inued)  v a r i a b l e s .  The r a t i o n a l e  f o r  th i s  a p p r o a c h  and 
o t h e r  d im e n s io n s  of the r e s e a r c h  d e s ig n  a r e  t r e a t e d  in  C h a p t e r  V.
d e s c r i p t i o n  of the  f i r m s ,  a s  w el l  a s  the e x e c u t iv e s  i n t e r ­
v iew ed ,  i s  p r e s e n t e d  in  A ppend ix  A.
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A n a l y s i s  of the  d a ta  o f fe r e d  u s e fu l  i n f o r m a t i o n  t o w a r d  
e x p la in in g  v a r i o u s  a s p e c t s  of the  f o r m u l a t i o n  of  s t r a t e g y .  F o r  
e x a m p l e ,  the  i n f o r m a t i o n  in p u t s  c h o s e n  f i r s t  b y  the  e x e c u t i v e s  i n d i ­
c a te  i n f o r m a t i o n  th a t  th ey  fe l t  m o s t  i m p o r t a n t  i n  r e l a t i n g  the  i n t e r n a l  
c h a r a c t e r i s t i c s  of the f i r m  to i t s  e n v i r o n m e n t .  How the  i n f o r m a t i o n  
i s  r e c e i v e d ,  f r o m  w hom ,  and how o f te n  a l l  c o n t r ib u te  to ex p la in in g  
the f o r m u l a t i o n  of s t r a t e g y  as  a  p r o c e s s .  Who a c t u a l l y  m a k e s  the 
f in a l  d e c i s io n ,  the c r i t e r i a  th a t  a r e  u s e d ,  and  the  f r e q u e n c y  of r e -  
e v a lu a t io n  a r e  d a t a  th a t  p e r t a i n  to  o t h e r  s t r a t e g i c  p h e n o m e n a  t h a t  
h av e  on ly  b e e n  d i s c u s s e d  on  a t h e o r e t i c a l  d i m e n s i o n  in  the  p a s t .  
G e n e r a l ly ,  the a n a l y s i s  of the d a ta  g a t h e r e d  b r e a k s  new g ro u n d  fo r  
o f f e r in g  p o s s ib l e  a n s w e r s  and h y p o th e s e s  c o n c e r n i n g  v a r i o u s  p h e ­
n o m e n a  r e l a t e d  to the  neb u lo u s  a r e a  of c o r p o r a t e  s t r a t e g y .
The e m p i r i c a l  w o r k  is  b a s i c a l l y  d e s c r i p t i v e  and a n a l y t i c a l  
r e p r e s e n t i n g  a n  a p p r o p r i a t e  f i r s t  s t e p  to w a r d  u n d e r s t a n d i n g  any  
u n e x p lo re d  and  confus ing  to p ic .  The d a ta  g a t h e r e d  f r o m  top  l e v e l  
e x e c u t iv e s  in  l a r g e  i n d u s t r i a l  f i r m s  p ro v id e  i n f o r m a t i o n  to w a r d  
f i l l ing  a n o t i c e a b le  void in  the l i t e r a t u r e  c o n c e r n i n g  the f o r m u l a t i o n  
of  s t r a t e g y  i n  a c t u a l  b u s in e s s  s e t t in g s .
C h a p t e r  S u m m a r y  
The f r a m e w o r k  d ev e lo p ed  in  t h i s  p a p e r  c o n t r ib u t e s  to  
t e a c h e r s ,  r e s e a r c h e r s ,  and p r a c t i t i o n e r s  in  the  f ie ld  of s t r a t e g y .
I t  r e p r e s e n t s  a  h o l i s t i c  v iew of e n t e r p r i s e  d e c i s i o n  m a k in g  th a t
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c o n c e p t u a l i z e s  the s t r u c t u r e  of  d e c i s io n s  in b u s in e s s  o r g a n i z a t i o n s .  
The e m p i r i c a l  w o rk  of th is  p a p e r  i n v e s t i g a t e s  s t r a t e g y  f o r m u l a t i o n  
as  a p r o c e s s ,  focus ing  on a f in i te  s e t  of s t r a t e g i c  d e c i s i o n s .  The 
f r a m e w o r k  and  m e th o d o lo g y  u s e d  to i n v e s t ig a te  s t r a t e g y  f o r m u l a ­
t ion a r e  un ique .  In ad d i t ion  to be ing un ique ,  both the f r a m e w o r k  and  
the m e th o d o lo g y  have the p o te n t i a l  of  f o s t e r i n g  e x t e n s iv e  r e s e a r c h  
and t h e o r y  in  the f ie ld  of  B u s i n e s s  P o l i c y  and S t r a t e g y .
The nex t  c h a p t e r  of th is  d i s s e r t a t i o n  (C h a p te r  II) is  a 
l i t e r a t u r e  r e v i e w  tha t  c u l m i n a t e s  w i th  a p r e s e n t a t i o n  of a c o n c e p tu a l  
s c h e m e  of e n t e r p r i s e  d e c i s io n  m a k in g .  C h a p t e r s  III and IV a r e  
d e v o te d  to d i s c u s s in g  th is  s c h e m e  and deve lop ing  a t h e o r e t i c a l  
f r a m e w o r k  fo r  c o r p o r a t e  s t r a t e g y .  C h a p te r  V i n t r o d u c e s  the 
e m p i r i c a l  w o rk  u n d e r t a k e n  in th is  s tu d y .  The r e m a i n in g  c h a p t e r s  
(VI and  VII) r e p o r t  on the e m p i r i c a l  w o rk ,  a s  w e l l  a s  p r e s e n t i n g  
h y p o th e s e s  and  d i r e c t io n  fo r  f u tu r e  r e s e a r c h .
CHA P T E R  II
L IT E R A T U R E  REVIEW
The concep t  of c o r p o r a t e  s t r a t e g y  is  a r e l a t i v e l y  r e c e n t  
add i t ion  to the v o c a b u la r y  of b u s in e s s  a d m i n i s t r a t i o n .  I t  h a s  g ro w n  
out o f  a c o n s c io u s  a t t e m p t  by s c h o l a r s  and p r a c t i t i o n e r s  to c o n c e p ­
tu a l iz e  the r e l a t i o n s h i p  be tw een  the c o m p le x  and e v e r -c h a n g in g  
e n v i r o n m e n t  w i th in  which  a b u s in e s s  o p e r a t e s  and the m e c h a n i s m  
tha t  t r i g g e r s  the f i r m ' s  r e s p o n s e s  in o r d e r  to r e m a i n  v iab le  in 
c o n s ta n t ly  changing  s u r r o u n d i n g s .
Al though the u se  of  the w o rd  s t r a t e g y  e x te n d s  back  to a t  l e a s t  
400 B . C .  , it  has  found i ts  way into the b u s in e s s  l i t e r a t u r e  only in 
the p a s t  f i f teen  y e a r s .  * T h i s  m a y  be due,  in p a r t ,  to the c o m p lex  
n a t u r e  of the s u b je c t  m a t t e r .  As  S t e i n e r  has  po in ted  out,  the topic  
of s t r a t e g y  " i s  not  a s  e a s y  to m a s t e r  a s  o t h e r  a r e a s  of  b u s in e s s  and 
t h e r e f o r e  has  no t  r e c e i v e d  the a t t e n t io n  i t  d e s e r v e s .  " F u r t h e r m o r e ,
^George A. S t e i n e r ,  Top  M a n a g e m e n t  P lan n in g  (London:  




the h i s t o r y  of A m e r i c a n  b u s in e s s  o f f e r s  a few m o r e  b a s i c  r e a s o n s  
fo r  the r e l a t i v e  in fancy  of c o r p o r a t e  s t r a t e g y  as  a f ie ld  of e n d e a v o r .  
The following b r i e f  d i s c u s s i o n  is  b a s i c a l l y  d r a w n  f r o m  the w o r k  of 
.Alfred D. C h a n d le r  to poin t  out s o m e  of th e se  r e a s o n s .
B e fo re  the r a i l r o a d s  m a d e  p o s s ib l e  (m o re  than  any o th e r  
s ing le  f a c to r )  the g ro w th  of the g r e a t  i n d u s t r i a l  e n t e r p r i s e ,  th e r e  
e x i s t e d  f a r  l e s s  of  a n ee d  f o r  s y s t e m a t i c  a s s e s s m e n t  of the c o m p e t i -  
t ive e n v i r o n m e n t .  The fu n d a m e n ta l  m i s s i o n  of the s m a l l e r  e n t e r ­
p r i s e s  w as  c l e a r - c u t  and m a n a g e m e n t ' s  b ig g e s t  c o n c e r n  w as  with 
d a y - t o - d a y  o p e r a t i o n s .  As the c o m p a n ie s  g r e w  l a r g e r  th ro u g h  
v a r io u s  s t r a t e g i e s ,  su c h  a s  ex p a n s io n ,  i n t e g ra t i o n ,  m e r g e r ,  
a c q u i s i t io n ,  c o n s o l id a t io n ,  and d i v e r s i f i c a t i o n ,  m a n a g e m e n t  began 
to r e a l i z e  a d i s t in c t io n  be tw een  e n t r e p r e n e u r i a l  and o p e r a t in g  
a c t i v i t i e s .  The " e x p a n s io n  into new  i n d u s t r i e s ,  new l in e s  of 
b u s in e s s ,  and new g e o g r a p h i c a l  a r e a s  b r o a d e n e d  the r an g e  a s  w e l l  
a s  the c o m p le x i ty  of t a c t i c a l  and s t r a t e g i c  d e c i s io n s .  The s e n i o r  
e x e c u t iv e s  had to c o n c e n t r a t e  on s u c h  m a t t e r s  a s  c o o r d in a t in g  and 
i n t e g ra t i n g  the output  of s e v e r a l  d e p a r t m e n t s  to changing  m a r k e t  
d e m a n d s ,  n e e d s ,  and t a s t e s .  In  ad d i t io n ,  they a l s o  found it  n e c e s s a r y
3
A l f r e d  D. C h a n d le r ,  J r . ,  S t r a t e g y  and S t r u c t u r e  
( C a m b r id g e ,  M a s s .  : MIT P r e s s ,  1962), p. 23.
^ I b i d . , p. 11.
^Ibid. , pp. 302-03.
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to s y s t e m a t i c a l l y  a l lo c a te  the fu tu re  u se  of the r e s o u r c e s  of the
e n t e r p r i s e  as  w el l  a s  a p p r a i s e  p r e s e n t  p e r f o r m a n c e  of the
r e s o u r c e s  in u s e . ^
A  c o n c lu s io n  tha t  can  be d raw n  f r o m  this  b r i e f  h i s t o r i c a l
p e r s p e c t i v e  is that  the adven t  of the l a r g e  i n d u s t r i a l  e n t e r p r i s e
f o rc e d  the e x e c u t iv e s  of  th e se  f i r m s  to e x p l i c i t ly  d r a w  a d i s t i n c t io n
between  e n t r e p r e n e u r i a l  and o p e ra t in g ,  o r  s t r a t e g i c  and t a c t i c a l ,
d e c i s io n s .  A l f r e d  S loan  c l e a r l y  r e a l i z e d  th is  d i s t in c t io n  in 1932
w hen  he w r o t e :
By " a d m i n i s t r a t i o n "  is  m e a n t  the d a i ly  conduc t  of the 
C o r p o r a t i o n ' s  a f f a i r s .  By " fo r m u l a t i o n  of  p o l i c i e s "  
is  m e a n t  both the e s t a b l i s h m e n t  of the b r o a d  p r in c ip l e s  
by which  a d m i n i s t r a t i o n  is  to be gu ided  and the d e t e r ­
m in a t io n  of the fu n d a m en ta l  c o n c ep ts  of  the b u s i n e s s .
The p r i m e  o b je c t iv e s  of the b u s in e s s ;  the scope  of 
i t s  o p e ra t io n ,  both a s  to p ro d u c t s  and  m a r k e t s ;  the 
d e s i r a b i l i t y  of e x p an s io n ,  h o r i z o n ta l l y  o r  v e r t i c a l l y  
o r  both; the p ro v i s io n  of the e s s e n t i a l  c a p i t a l  f o r  i t s  
o p e r a t i o n s ;  and  the q u es t ion  of d i s t r i b u t io n  of i ts  
p ro f i t s  as  be tw een  the am o u n t  paid  in d iv idends  and 
the a m o u n t  r e t a in e d  in the b u s in e s s  - - a l l  a r e  p r o b le m s  
involving " f o r m u la t io n  of p o l i c i e s "  and  i l l u s t r a t e  the 
p r in c ip le  involved.  ^
I t  s e e m s  to follow f r o m  the a lo  re  m e n t io n e d  tha t  p r a c t i t i o n e r s  
had d i s c o v e r e d  the i m p o r t a n c e  of s t r a t e g y  (or ,  a s  S loan  d e s c r i b e d  it,  
" fo r m u la t io n  of p o l i c i e s " )  as  t h e i r  c o r p o r a t i o n s  g r e w  and c o m p le x  
s i tu a t io n s  o c c u r r e d  that r e q u i r e d  a c l e a r  d i s t in c t io n  be tw een  e f fo r t s
6lbid .  , p. 291.
^Ib id . , p. 310.
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tha t  s h ap ed  the d e s t in y  of the e n t i r e  e n t e r p r i s e  and the m o r e  rou t ine
o p e r a t i o n a l  a c t i v i t i e s .  8 The f r a m e w o r k s  tha t  evo lved  f r o m  th is
a w a r e n e s s  lef t  the b r o a d  s t r a t e g i c  d e c i s io n s  in the h ands  of a top
o
t e a m  of g e n e r a l i s t s .  It  is th is  " g e n e r a l i s t "  no t ion  tha t  f o r m s  a 
g e n e r a l  f r a m e  of r e f e r e n c e  fo r  the co n cep t  of c o r p o r a t e  s t r a t e g y  and 
the l i t e r a t u r e  tha t  has  been  devo ted  to it .
A  G e n e r a l  F r a m e  of R e f e r e n c e  
The g e n e r a l  f r a m e  of r e f e r e n c e  n e c e s s a r y  fo r  the e x e c u t iv e s  
tha t  d e a l  with  s t r a t e g y  in b u s in e s s  e n t e r p r i s e s  has  been  r e f e r r e d  to 
by v a r io u s  w r i t e r s  in the l i t e r a t u r e  a s  top m a n a g e m e n t ,  g e n e r a l  
m a n a g e m e n t ,  c e n t r a l  m a n a g e m e n t ,  and s y s t e m s  v iew poin ts ,  to 
m e n t io n  a few. T h e se  v iews a r e  c o n s i s t e n t  w ith  C h a n d l e r ' s  no t ion  
of a " top  t e a m  of g e n e r a l i s t s "  and r e f e r  to the p sy c h o lo g ic a l  c o m m i t ­
m e n t  r e q u i r e d  of s e n i o r  e x e c u t iv e s  to guide a b u s in e s s  e n t e r p r i s e .  
T h e se  w r i t e r s  look upon the e x e c u t iv e s  r e s p o n s ib le  f o r  f o rm u la t in g  
and im p le m e n t in g  s t r a t e g y  as  having p r i m a r y  r e s p o n s ib i l i t y  f o r  the 
e n t e r p r i s e  as  a whole .  In dea l ing  with  s t r a t e g i c  planning they  a r e
" c o n c e r n e d  with  those  b as ic  f a c t o r s  which  sp e l l  the s u c c e s s  o r  f a i lu r e
, ,,10 of a com pany .
8I b id . , p. 309.
9I b id . , p. 310.
^ S t e i n e r ,  Top M a n a g e m e n t  P l a n n in g , p. 236.
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Cannon s a y s  that :
G e n e r a l  m a n a g e m e n t  p ro v id e s  the e n t r e p r e n e u r i a l
fo rce  and e m p h a s i s  f o r  the b u s in e s s .  It  e s t a b l i s h e s
the b a s ic  d i r e c t io n ,  p ro v id e s  the p ro f i t  s t e w a rd s h ip ,
and m a in t a in s  the n e c e s s a r y  m o t iv a t io n  and  l e a d e r -
11sh ip  fo r  s u c c e s s .
He goes  on to d e s c r i b e  s ix  a s p e c t s  of g e n e r a l  m a n a g e m e n t :  to
(1) ident i fy  o p p o r tu n i t i e s ,  (2) s e t  d i r e c t i o n  and g o a ls ,  (3) a s s i g n
b as ic  w o rk  and a l lo ca te  r e s o u r c e s ,  (4) d ev e lo p  r e s o u r c e s ,
1 ?(5) c o m m i t  r e s o u r c e s ,  and (6) e v a lu a te  r e s u l t s .
N ew m an  and Logan  use  the p h r a s e  " c e n t r a l  m a n a g e m e n t
viewpoin t"  which e n ta i l s  two m a j o r  c h a r a c t e r i s t i c s :
/T h e  f i r s t /  is the r e l a t in g  of p a r t s  to the whole ,  
i n t e g ra t in g  tfiem into a b a l a n c e d , w o r k a b l e , p l a n .
/ T h e  s e c o n d /  is  def in ing  the m a i n  o b j e c t i v e s - -  
the m i s s i o n - - o f  the e n t e r p r i s e .  . . . C e n t r a l  
m a n a g e m e n t ,  then ,  is  c o n c e r n e d  with m i s s i o n s  
and p r i o r i t i e s  on the one hand,  and with  i n t e r ­
r e l a t i o n s h i p s ,  func t iona l  in t e g ra t i o n ,  and a 
ba lanced  plan of ac t io n  on the o th e r .  ^
L e a rn e d  et  a l .  e x p r e s s  s i m i l a r  v iew s  of the ro le  of the ch ie f  
e x e c u t iv e .  They s a y  tha t  the p r i m a r y  r e s p o n s i b i l i t y  of the ch ie f  
execu t iv e  is the e n t e r p r i s e  a s  a whole.  "T o  be thus  e f fec t ive  in his 
o rg a n iz a t io n ,  he m u s t  have a s e n s e  of i ts  m i s s i o n ,  of i t s  c h a r a c t e r ,
**J. T h o m as  Cannon,  B u s in e s s  S t r a t e g y  and P o l ic y  (New 
York:  H a r c o u r t ,  B r a c e  & W orld ,  Inc .  , 1968), p. 24.
^ I b id . , p. 26.
^ W i l l i a m  H. N ew m an  and J a m e s  P .  Logan,  S t r a t e g y , 
P o l i c y , and C e n t r a l  M a n a g e m e n t  (6th ed. ; C h icago :  S o u th -W e s te r n  
P u b l i sh ing  Co. , 1971), pp. 6 -7 .
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14and of  i ts  i m p o r t a n c e .  " T hey  go on to s a y  tha t  the s k i l l s  of the 
g e n e r a l  m a n a g e r  " c e n t e r  i n t e l l e c tu a l ly  upon r e l a t in g  the f i r m  to i t s  
e n v i r o n m e n t  and a d m i n i s t r a t i v e l y  upon co o rd in a t in g  d e p a r t m e n t a l  
s p e c i a l t i e s  and po in ts  of view.
Katz  e m p h a s i z e s  the g e n e r a l  m a n a g e m e n t  poin t  of v iew as  
being  an  im p o r t a n t  s t e p  to w a rd  g r a s p in g  the t a sk  of t o ta l  e n t e r p r i s e  
m a n a g e m e n t .  When d e s c r i b i n g  the t a s k  of m a n ag in g  the to ta l  e n t e r ­
p r i s e ,  he s a y s :
What is need ed  is  the ab i l i ty  to p e r c e i v e  the c r u c i a l  
p a t t e r n s  am ong  the v a r io u s  b i t s ,  p i e c e s ,  and m o u n ta in s  
of i n fo rm a t io n ,  a c t i v i t i e s ,  and e v e n t s .  Th is  point of 
view is  c o m p l e m e n t a r y  to (not c o m p e t i t iv e  with)  the 
point of view of ind iv idua l  fu n c t io n s ,  f i e ld s ,  o r  d e p a r t ­
m e n t s  w hich  d ea l  with  p a r t s  of the whole .  It e m p h a ­
s iz e s  the r e l a t io n s  be tw een  p a r ^ a n d  t h e i r  im p a c t s  on 
one a n o th e r  and on the to ta l i ty .
In s u m ,  the g e n e r a l  m a n a g e m e n t  point of v iew  s e e k s  a 
b a la n ce d  e q u i l i b r i u m  am o n g  conf l ic t ing  c l a i m s .  It i s  a way of t h in k ­
ing which  a l low s  f lex ib i l i ty  f r o m  one s i tu a t io n  to the n ex t ,  e m p h a ­
s iz in g  those  c r i t e r i a  m o s t  r e l e v a n t  to the sp e c i f i c  c o n d i t io n s ,  but 
n e v e r  los ing  s igh t  of o v e r a l l  c o r p o r a t e  g o a l s .  It in v o lv es  s e le c t in g  
a m o n g  d i f fe r ing  d e p a r t m e n t a l  c r i t e r i a  and e m p h a s i z in g  th o se  which
^ E d m u n d  P .  L e a r n e d  e t  a h  , B u s i n e s s  P o l i c y  T ex t  and 
C a s e s  (Homewood, I l l in o i s :  R ic h a r d  D. I rw in ,  I n c . ,  1969), p. 4.
^ I b i d .  , p. 9.
^ R o b e r t  L. K a tz ,  C a s e s  and C oncep ts  in C o r p o r a t e  S t r a t e g y  
(Englewood C l i f fs ,  N. J .  : P r e n t i c e - H a l l ,  Inc .  , 1970),  p. 9.
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a r e  c u r r e n t l y  m o s t  a p p r o p r i a t e  to ach iev in g  to t a l  e n t e r p r i s e  o b je c -  
17t i v e s .
In s u m m a r y  of the v a r io u s  views p r e s e n t e d  p r e v i o u s l y ,  i t  can
be s a id  tha t  f o r  top m a n a g e m e n t  to v iew the e n t e r p r i s e  a s  a whole
r e q u i r e s  th a t  h is  th inking  be " th a t  of a g e n e r a l i s t  r a t h e r  than  a
s p e c ia l i s t " * ®  o r  w i th  a " s y s t e m a t i c "  r a t h e r  than an " e l e m e n t a l "
19f r a m e  of r e f e r e n c e .  The w r i t e r s  in the f ie ld  a r e  in g e n e r a l  a g r e e ­
m e n t  about  th is  point .  It  has  been  inc luded  h e r e  b e ca u s e  it  is an 
i m p o r t a n t  r e q u i r e m e n t  f o r  a c o m p le te  u n d e r s t a n d in g  of the co n cep t  
of c o r p o r a t e  s t r a t e g y .  S u c c e s s f u l  f o rm u la t io n  and i m p le m e n ta t io n  
of s t r a t e g y  r e q u i r e s  tha t  the f i r m  and i ts  fu n c t io n a l  s p e c i a l t i e s  be 
v iewed  as  a s y s t e m  of i n t e r r e l a t e d  p a r t s .
The C oncep t  of C o r p o r a t e  S t r a t e g y  
The co n cep t  of c o r p o r a t e  s t r a t e g y  r e q u i r e s  the p sy c h o lo g ic a l  
c o m m i t m e n t  n e c e s s a r y  to view the o r g a n i z a t i o n  a s  a s y s t e m  c o m ­
p r i s e d  of a s e t  of in t e rd e p e n d e n t  un i t s .  E a c h  un i t  h a s  s t r e n g t h s  and 
w e a k n e s s e s  th a t  co m b in e  to f o r m  the to ta l  e n t e r p r i s e  w i th  c h a r a c ­
t e r i s t i c s  d i f f e r e n t  f r o m  the ind iv idua l  p a r t s .  Th is  t o t a l  e n t e r p r i s e  
w i th  its  s t r e n g t h s  and w e a k n e s s e s  m u s t  then  be v iewed  by the g e n e r a l
*^Ib id . , pp. 18 -1 9 .
18 L e a r n e d  e£ a l .  , B u s i n e s s  P o l i c y , p. 6.
! ^ K a tz ,  C a s e s  and C o n c e p t s , p. 15.
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m a n a g e r  a s  o p e r a t in g  wi th in  a l a r g e r  d y n a m ic  s y s t e m - - t h e  e n v i r o n -  
m e n t - - t h a t  co n ta in s  both o p p o r tu n i t i e s  and  c o n s t r a i n t s  f o r  the f i r m .  
C o r p o r a t e  s t r a t e g y  is  p r i m a r i l y  c o n c e r n e d  w i th  i n t e r f a c in g  the two 
s y s t e m s ,  tha t  i s ,  the f i r m  and i t s  e n v i r o n m e n t .
M ost  w r i t e r s  c o n s id e r  the co n c ep t  of c o r p o r a t e  s t r a t e g y  as  
d iv ided  in to  a s p e c t s  of f o rm u la t io n  and im p le m e n ta t io n ,  w h e r e  the 
f o r m e r  invo lves  the a n a ly t i c a l  p r o c e s s  of p lann ing  s t r a t e g y  and the 
l a t t e r  invo lves  d eve lop ing  i n t e r n a l  p lans  to o p e r a t i o n a l i z e  a g iven  
s t r a t e g y .  Th is  d iv i s io n  is  p r i m a r i l y  m a d e  to en h an ce  u n d e r s t a n d in g ,  
f o r  in r e a l  l ife the two a s p e c t s  a r e  i n t e r r e l a t e d .
T h is  s e c t io n  of the c h a p t e r  w il l  p r e s e n t  the id e a s  of a n u m b e r  
of  w r i t e r s  p e r t a in in g  to,  f i r s t  of a l l ,  the a s p e c t  of f o rm u la t in g  
c o r p o r a t e  s t r a t e g y  and,  s eco n d ly ,  the a s p e c t  of s t r a t e g y  i m p l e m e n ­
ta t ion .  A m a j o r  p u r p o s e  of this  r e v i e w  is to poin t  out s o m e  l i m i t a ­
t ions  and w e a k n e s s e s  in the l i t e r a t u r e  a s  i t  now e x i s t s  and to d ev e lo p  
a m o r e  a n a ly t i c a l  c o n c e p t  of s t r a t e g y  f o r m u la t io n ,  s t r a t e g y  i m p l e ­
m e n ta t i o n ,  t h e i r  i n t e r r e l a t e d n e s s ,  and t h e i r  r e l a t i o n  to o th e r  
d e c i s io n s  in the f i r m .  Th is  w i l l  r e s u l t  in a  t h e o r e t i c a l  f r a m e w o r k  
of  c o r p o r a t e  s t r a t e g y  tha t  in c lu d e s  a c o n c e p tu a l  m o d e l  of  e n t e r p r i s e  
d e c i s io n  m a k in g .  Th is  f r a m e w o r k  wil l  be in t ro d u c e d  a t  the end of 
th is  c h a p te r .
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The F o r m u l a t i o n  of C o r p o r a t e  S t r a t e g y
In f o rm u la t in g  c o r p o r a t e  s t r a t e g y ,  the m a i n  t a s k  is  to s e e k  a 
ba lance  be tw een  the i n t e r n a l  c h a r a c t e r i s t i c s  of the f i r m  and the f o r c e s  
(both o p p o r tu n i t i e s  and c o n s t r a i n t s )  tha t  e x i s t  in the e n v i r o n m e n t .  In 
a t t e m p t in g  to e x p la in  th is  t a s k ,  c o r p o r a t e  s t r a t e g y  h a s  been  r e l a t e d  
in n u m e r o u s  ways  ran g in g  f r o m  s t a t e m e n t s  def in ing  s t r a t e g y  as  goa ls  
and o b je c t iv e s  to m o r e  e x p l i c i t  de f in i t ions  tha t  a t t e m p t  to identify  
co m p o n e n ts  and d e c i s io n s  tha t  c o m p r i s e  s t r a t e g y .  The following 
p a g e s  w i l l  p r e s e n t  a s a m p le  of th e se  a t t e m p t s  p r o c e e d in g  in an 
e v o lu t io n a ry  m a n n e r  f r o m  the m o r e  a m b ig u o u s  s t a t e m e n t s  to those  
tha t  a p p r o a c h  an a n a l y t i c a l  and t h e o r e t i c a l  f r a m e w o r k  fo r  u n d e r ­
s tand ing ,  app ly ing ,  t e a ch in g ,  a n d / o r  r e s e a r c h i n g  the  co n c ep t  of 
s t r a t e g y  f o rm u la t io n .
Some of the e a r l i e r  def in i t ions  of s t r a t e g y  inc lude  those  of 
C h a n d le r  (1962), T i l l e s  (1963), Anthony (1964), and  A n so ff  (1965). 
C h a n d le r  de f ines  s t r a t e g y  as  "the d e t e r m in a t i o n  of the b a s ic  long ­
t e r m  goa ls  and o b je c t iv e s  of an e n t e r p r i s e ,  and the adop t ion  of 
c o u r s e s  of ac t ion  and the a l lo ca t io n  of r e s o u r c e s  n e c e s s a r y  fo r
c a r r y i n g  out th e se  g o a l s .  T i l l e s  s ay s  tha t  "a  s t r a t e g y  is  a s e t
2 1of  g o a ls  and m a j o r  p o l i c i e s .  11 Anthony d e f in e s  s t r a t e g i c  p lanning
20 C h a n d le r ,  S t r a t e g y  and S t r u c t u r e , p. 13.
2 1 S e y m o u r  T i l l e s ,  "How to E v a lu a te  C o r p o r a t e  S t r a t e g y ,  " 
H a r v a r d  B u s in e s s  R ev iew ,  XXXI ( Ju ly -A u g u s t ,  1963), p. 112.
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as  " the  p r o c e s s  of dec id ing  on ch an g es  in the o b j e c t iv e s  of the
o r g a n iz a t io n ,  in the r e s o u r c e s  tha t  a r e  to be u se d  in a t t a in in g  those
o b je c t i v e s ,  and in the p o l i c i e s  tha t  a r e  to g o v e rn  the a c q u i s i t io n  and
22u s e  of th e se  r e s o u r c e s .  " A nso ff  d e f in es  s t r a t e g y  a s  being " p r i ­
m a r i l y  c o n c e r n e d  with  e x t e r n a l ,  r a t h e r  than  i n t e r n a l ,  p r o b l e m s  of 
the f i r m  and s p e c i f i c a l l y  with  the s e l e c t io n  of the p r o d u c t - m i x  w hich  
the f i r m  w i l l  p ro d u c e  and the m a r k e t s  to w h ich  i t  w i l l  s e l l .
T h e se  e a r l i e r  d e f in i t ions  p rov ide  one with  a  j j e n e r a l  c o n c e p ­
t ion  of s t r a t e g y .  B e fo re  e m p i r i c a l  w o rk  on how s t r a t e g y  is  f o r m u ­
la ted  can  r e s u l t ,  s t r a t e g y  m u s t  be a p p r o a c h e d  in  t e r m s  tha t  a r e  
m o r e  s p e c i f i c  and not  so am biguous  tha t  e a c h  ind iv idua l  has  the 
ab i l i ty  to i n t e r p r e t  the co ncep t  d i f f e r e n t ly .  The i l l - d e f in e d  n a t u r e  
of c o r p o r a t e  s t r a t e g y  is  a m a j o r  w e a k n e s s  in the l i t e r a t u r e  and a 
f a c t o r  c o n t r ib u t in g  to the l a c k  of e m p i r i c a l  r e s e a r c h  on the s u b je c t .
In a t t e m p t in g  to m a k e  e x p l i c i t  the f a c t  tha t  an a s s e s s m e n t  of 
c o m p e t i t i o n  is  a v i t a l  p a r t  of the p r o c e s s  of  s t r a t e g i c  p lann ing ,  
a n o t h e r  w r i t e r  p r o p o s e s  the following def in i t ion :
22 R o b e r t  N. Anthony,  " F r a m e w o r k  f o r  A n a l y s i s ,  " 
M a n a g e m e n t  S e r v i c e s , I ( M a r c h - A p r i l ,  1964), p. 20.
2  ̂ H. I g o r  Ansoff ,  C o r p o r a t e  S t r a t e g y  (New York:  M c G r a w -  
H il l  Book C om pany ,  1965), p. 5.
a
This  is  not  to s a y  tha t  a u n i v e r s a l l y  a g r e e d  upon de f in i t ion  
m u s t  be r e a c h e d  be fo re  r e s e a r c h  can  p r o c e e d .  H o w ev e r ,  a c o n ­
c e p tu a l  def in i t ion  tha t  w il l  not  be m i s i n t e r p r e t e d  is  n e c e s s a r y .
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S t r a t e g i c  p lann ing  can  and should  d e a l  w ith  any th ing  
th a t  is  h igh ly  i m p o r t a n t  to  the s u c c e s s  of the com pany .
I t  i n c lu d e s  the a d j u s t m e n t  of the  o r g a n iz a t io n  to the  
e x t e r n a l  e n v i r o n m e n t ,  a l t e r in g  the o r g a n i z a t i o n  to 
r e f l e c t  i n t e r n a l  e n v i r o n m e n ta l  c h a n g e s ,  so lv ing  b a s i c  
p r o b l e m s  c r e a t e d  b y  c o m p e t i t i o n  a s  w e l l  a s  o th e r  
e n v i r o n m e n ta l  f o r c e s ,  cop ing  with  l im i t a t i o n s ,  
t h w a r t in g  t h r e a t s ,  and so on. . . . A l though s t r a t e g i c  
p lann ing  m a y  in c lu d e  d e c i s io n s  not  d i r e c t l y  r e l a t e d  
to  the i m m e d i a t e  o r  l o n g - r a n g e  co m p e t i t iv e  e n v i r o n ­
m e n t  of a  f i r m ,  the f a c t  t h a t  c o m p e t i t io n  o cc u p ie s  
the  m a j o r  a t t e n t io n  of m a n a g e m e n t  m e a n s  th a t  the 
w o r d s  s t r a t e g i c  p lan n in g  a r e  h e a v i ly  loaded  with  
c o m p e t i t iv e  c o n n o ta t io n s .  25
I t  should  be no ted  a t  th i s  t i m e  th a t  a l though  S te in e r  h a s  m a d e  
e x p l i c i t  the  a s s e s s m e n t  of c h a r a c t e r i s t i c s  both e x t e r n a l  and i n t e r n a l  
to  the f i r m ,  he  h a s  confused  the  i s s u e  to so m e  ex ten t .  By s ta t in g  in  
h i s  d e f in i t io n  th a t  " s t r a t e g i c  p lann ing  c a n  and should  d e a l  w i th  a n y ­
th ing  th a t  is h igh ly  i m p o r t a n t  to the  s u c c e s s  of the  com p an y ,  " he h a s  
im p l i e d  tha t  i m p o r t a n c e  is  a c r i t e r i o n  f o r  in c lu s io n  of  i s s u e s  in  the 
s t r a t e g i c  d e c i s io n s  of the e n t e r p r i s e .  C l e a r l y ,  a  co n ce p t  of s t r a t e g y  
th a t  p r o p o s e s  t h a t  i m p o r t a n t  i s s u e s  a r e  s t r a t e g i c  h a s  o f fe re d  v e r y  
l i t t l e  in t e r m s  of a p p ro a c h in g  a  c o n c e p t  of  s t r a t e g y  th a t  i s  m o r e  
s p e c i f i c .  Many i s s u e s  t h a t  a t  one po in t  in  t im e  a r e  h igh ly  i m p o r t a n t  
do  no t  c o n s t i tu t e  t h e m  tak in g  on the  d i m e n s i o n  of b e ing  s t r a t e g i c .
M o re  r e c e n t  l i t e r a t u r e  h a s  t a k e n  s t e p s  to w a rd  b e ing  m o r e  
e x p l i c i t  a s  to the  de f in i t io n  of c o r p o r a t e  s t r a t e g y  and the spe c i f ic  
e l e m e n t s  th a t  c o m p r i s e  i t .  S ince  a  p r e r e q u i s i t e  to r e s e a r c h  on how
^ S t e i n e r ,  Top M a n a g e m e n t  P la n n in g , p. 238.
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c o r p o r a t e  s t r a t e g y  is  f o r m u l a t e d  is  to define s t r a t e g y  in a m o r e  
a n a ly t i c a l  m a n n e r ,  the following v iew s  of s t r a t e g y  (and e s p e c i a l l y  
tha t  of Katz)  a r e  m o r e  p e r t in e n t  to th is  a i m  than  w e r e  the m o r e  
g e n e r a l  de f in i t ions  c i t ed  e a r l i e r .  The nex t  few p ag es  p r e s e n t  so m e  
c o n c ep ts  that w i l l  l e ad  to the d e v e lo p m en t  of a t h e o r e t i c a l  f r a m e ­
w o r k  tha t  inc ludes  an  a n a ly t i c a l  a p p r o a c h  and def in i t ion  of  c o r p o r a t e  
s t r a t e g y .
N ew m an  and Logan  have e x p r e s s e d  t h e i r  view of  s t r a t e g y  in
t e r m s  of fou r  d i m e n s i o n s .  They  f u r t h e r  p r o p o s e  tha t  no s t r a t e g y  is
co m p le te  without  a l l  fou r  of th ese  d i m e n s io n s  being c l a r i f i e d .  The
fo u r  d i m e n s io n s  a r e :
(a) identi fy  the p a r t i c u l a r  s e r v i c e s - - t h a t  i s ,  the 
p r o d u c t - m a r k e t  s c o p e - - w h i c h  the c o m p a n y  w il l  
p r o m o te ;  (b) s e l e c t  the b as ic  w ays  in w h ich  th e se  
s e r v i c e s  w i l l  be c r e a t e d - - w a y s  tha t  hopefu l ly  wil l  
give the c o m p a n y  so m e  r e l a t iv e  ad v an tage  as  a 
s u p p l i e r ;  (c) with  th is  co n cep t  of i ts  e c o n o m ic  and 
s o c ia l  m i s s i o n ,  d e t e r m i n e  the m a j o r  s te p s  
n e c e s s a r y  to m o v e  the com p an y  f r o m  i t s  p r e s e n t  
c o u r s e  to the d e s i r e d  one;  and f ina l ly ,  (d) e s t a b l i s h  
the c r i t e r i a  and the s t a n d a r d s  that w i l l  be u s e d  to 
m e a s u r e  a c h i e v e m e n t .  ^
In s i m p l e r  t e r m s ,  th e se  fo u r  d im e n s io n s  can  be d e s c r i b e d  a s
p r o d u c t - m a r k e t  s co p e ,  co m p e t i t iv e  e m p h a s i s ,  an  i m p le m e n ta t io n
27plan ,  and a c o n t r o l  s y s t e m .
7 fk6°N e w m a n  and Logan,  S t r a t e g y , p. 8 .
27It should  a l s o  be no ted  that  a p lan  and a co n t ro l  s y s t e m  
r e l a t e  to im p le m e n t in g  s t r a t e g y  while p r o d u c t - m a r k e t  scope  and 
c o m p e t i t iv e  e m p h a s i s  r e l a t e  to f o rm u la t in g  s t r a t e g y .
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Although  th e se  a u th o r s  have  d ev e lo p ed  a m o r e  tang ib le
d e f in i t ion  w i th  r e s p e c t  to t h e i r  four  d i m e n s i o n s ,  they  have le f t  the
t r a n s l a t i o n  of th e se  d im e n s io n s  into s p ec i f ic  o p e r a t i o n a l  co n c e p t s  to
o t h e r s .  Th is  o m i s s i o n  f o s t e r s  am b ig u i ty  and r e s u l t s  in d i f f e r in g
no t ions  of s t r a t e g y .
Cannon a p p r o a c h e s  s t r a t e g y  f r o m  a d e c i s io n  o r i e n ta t i o n  when
he de f ines  s t r a t e g y  a s  " the  d i r e c t io n a l  a c t io n  d e c i s io n s  r e q u i r e d
28c o m p e t i t iv e ly  to ach iev e  the c o m p a n y ' s  p u r p o s e s .  " He f a i ls  to be
s p e c i f ic  though when he c a l l s  s t r a t e g i e s  " d i r e c t i o n a l  ac t ion  d e c i s io n s
fo r  the c o m p an y  as  a whole and fo r  any funct ion  o r  a r e a  of the 
29b u s i n e s s .  " Th is  s e e m in g ly  p l a c e s  few l im i t s  on the n u m b e r  of 
d e c i s io n s  in the f i r m  tha t  c a n  be r e f e r r e d  to a s  s t r a t e g i c .  T h e r e  a r e  
n u m e r o u s  d e c i s io n s  tha t  can  be r e f e r r e d  to a s  " d i r e c t i o n a l  a c t io n "  
and ,  th is  being the c a s e ,  the a t t e m p t  to u t i l ize  a d e c i s io n  o r i e n ta t i o n  
is  o v e r sh a d o w e d  by a l ack  of c r i t e r i a  fo r  d e t e r m in i n g  w ha t  s e t  of 
d e c i s io n s  shou ld  be r e f e r r e d  to a s  s t r a t e g i c .  Again ,  the w e a k n e s s  
l i e s  in the ab i l i ty  of e a c h  ind iv idua l  to s u b s t i tu t e  e n t i r e l y  d i f f e r e n t  
s e t s  of  d i r e c t i o n a l  a c t io n  d e c i s io n s  r e s u l t i n g  in a s  m a n y  d i f f e r e n t  
d e f in i t ions  of s t r a t e g y .
In an  a t t e m p t  to w ard  c l e a r i n g  up so m e  of the confus ion  s u r ­
round ing  the co n c e p t  of c o r p o r a t e  s t r a t e g y ,  L e a r n e d  e t  a l .  m a d e  a
^®Cannon, B u s in e s s  S t ra te g y  and P o l ic y , p. 9.
2 9 Ib id . . p. 1 1 .
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s ig n i f ic a n t  c o n t r ib u t io n  when they  p r o p o s e d  tha t  t h e r e  e x i s t  four  
c o m p o n en ts  of s t r a t e g y .  In a s im p l i f i e d  m a n n e r ,  the fo u r  co m p o n en ts  
d e s c r i b e  w hat  the f i r m  m ig h t  d o , w ha t  the f i r m  c an  d o , what  i t  w an ts  
to do, and what  i t should  do. In m o r e  s p e c i f i c  t e r m s ,  the fo u r  c o m ­
ponen ts  a r e :  " ( 1 ) m a r k e t  o p p o r tu n i ty ,  (2 ) c o r p o r a t e  c o m p e te n c e  and
r e s o u r c e s ,  (3) p e r s o n a l  v a lu e s  and a s p i r a t i o n s ,  and  (4) acknow ledged
30o b l iga t ions  to s e g m e n t s  of  s o c ie ty  o t h e r  than  s t o c k h o l d e r s . "
The a u t h o r s  c o n s id e r  th e se  c o m p o n e n t s  a s  being  the p r in c ip a l  
a s p e c t s  of  f o rm u la t in g  a v iab le  s t r a t e g y .  They  focus  a t t en t io n  on 
o p p o r tu n i ty  and r i s k  in a c o m p e t i t iv e  e n v i r o n m e n t ,  p r e s e n t  and 
p o te n t ia l  c o r p o r a t e  r e s o u r c e s  o r  c o m p e t e n c e s  tha t  a r e  c r u c i a l  f o r  
s u c c e s s f u l  s t r a t e g y  i m p le m e n ta t io n ,  the n o n - e c o n o m i c  a s p e c t s  of 
p e r s o n a l  and o rg a n iz a t io n a l  p r e f e r e n c e s  tha t  can  heav i ly  inf luence  
s t r a t e g i c  c h o ic e s ,  and f ina l ly  the id e n t i f i c a t io n  of  the s o c ia l  r e s p o n ­
s ib i l i ty  of the f i r m .
Although th e se  co m p o n en ts  in t h e m s e l v e s  do not  cons t i tu te  
w ha t  could  be c a l l e d  a c o m p le te ly  a n a l y t i c a l  co n c e p t ,  they  ident i fy  
o r  s e t  l im i t s  on the g e n e r a l  a r e a s  w h e re  d e c i s io n s  m u s t  be m a d e  in 
o r d e r  to f o r m u la t e  c o r p o r a t e  s t r a t e g y .  The focus  can  now tu r n  to 
c o n v e r t in g  the c o m p o n en ts  in to iden t i f iab le  d e c i s io n s  tha t  any b u s in e s s  
o rg a n iz a t io n  can  u n d e r s t a n d  and a d d r e s s  w hen  fo rm u la t in g  s t r a t e g y .
30 L e a rn e d  et_ a l .  , B u s in e s s  P o l i c y , p. 18.
24
R o b e r t  L. K a tz  has  t ak en  the co n t r ib u t io n  of L e a r n e d  e t  a l .  , 
m o d i f ie d  i t  s l ig h t ly ,  and,  in a s t e p - l i k e  m a n n e r ,  b rough t  it  to a point 
w h e r e  he d e f in es  s t r a t e g y  in t e r m s  of s e v e n  s t r a t e g i c  d e c i s io n s .  31 
His f i r s t  s t e p  is to view a to ta l  e n t e r p r i s e  a s  c o n s i s t i n g  of (1) a n e t ­
w o r k  of m e m b e r s , o p e ra t in g  (2 ) an  a g g r e g a t io n  of r e s o u r c e s , within
(3) a c o m p e t i t iv e  e n v i r o n m e n t .
The e n v i r o n m e n t  m a k e s  c e r t a i n  d e m a n d s  and p r o d u c e s
c e r t a i n  c o n s t r a i n t s  w h ich  de f ine ,  wi th in  b r o a d  l i m i t s ,
what  the e n t e r p r i s e  m u s t  do in o r d e r  to be s u c c e s s f u l
( i . e .  , to m e e t  c u s t o m e r  n e e d s  e f fec t iv e ly ) ,  and  m u s t
not do in o r d e r  to s u rv iv e  (i. e .  , to m e e t  the s o c ia l  and
p o l i t i c a l  e x p e c ta t io n s  and the lega l  r e q u i r e m e n t s  of the
c u l tu re  in which  i t  o p e r a t e s ) .  The r e s o u r c e s  p r e s e n t l y
o r  p o ten t ia l ly  a v a i l a b le  to the e n t e r p r i s e  put f u r t h e r
l im i t s  on what  the e n t e r p r i s e  r e a l i s t i c a l l y  can  do.
Then with in  these  t i g h t e r  c o n s t r a i n t s ,  the p a r t i c u l a r
p a t t e r n  of value c o m m i t m e n t s ,  c o m p e t e n c e s ,  and
p e r s o n a l  inf luence  am o n g  the key m e m b e r s  d e t e r m i n e s
what  the e n t e r p r i s e  wil l  do ( i . e . ,  the f ina l  cho ice
'A 4am ong  a l t e r n a t iv e s ) .
In K a t z ' s  v iew, the p a r t i c u l a r  c o n f ig u ra t io n  ex i s t in g  am o n g  th e se
3^Since K a t z ' s  a p p r o a c h  is m o r e  p e r t in e n t  than m o s t  o th e r  
v iew po in ts  in develop ing  a b a s i s  fo r  th is  r e s e a r c h ,  i t  is t r e a t e d  in 
s o m e w h a t  g r e a t e r  depth .
It should  be no ted  tha t  K a t z ' s  f i r s t  s t e p  is v e r y  s i m i l a r  to 
L e a r n e d  e t  a l .  , the s l ig h t  d i f f e r e n c e  being tha t  Katz  inc ludes  the 
s o c i a l  ob l iga t ion  (the fo u r th  c o m ponen t  of L e a r n e d  e t  a l .  ) in his  
e n v i r o n m e n ta l  c om ponen t .
33K atz ,  C a s e s  and C o n c e p t s , p. 196. Once aga in ,  th is  is 
v e r y  s i m i l a r  to what  L e a r n e d  £ t  a l .  d e s c r i b e  as  w hat  the f i r m  m ig h t  
do, can  do, w ants  to do, and should  do.
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th re e  e l e m e n t s  a t  any point  in t im e  d e f ines  w ha t  he c a l l s  the e n t e r -
A
p r i s e ' s  s t r a t e g i c  p o s tu r e .
In o r d e r  to r e l a t e  s t r a t e g y  to c a t e g o r i e s  of o b s e r v a b l e  d a ta ,  
he p r e s e n t s  the c o m p o n e n t  e l e m e n t s  of  s c o p e , s p e c i f i c a t i o n s , and 
d e p l o y m e n t s . T h e s e  e l e m e n t s  f a c i l i t a t e  a m o r e  a n a l y t i c a l  a p p r o a c h  
to the co n c ep t  of  s t r a t e g y .  Scope r e f e r s  to tha t  p a r t  of the to ta l  
e n v i r o n m e n t  of r e q u i r e m e n t s  and  o p p o r tu n i t i e s  tha t  the e n t e r p r i s e  
has  c h o s e n  to s e r v e .  This  e l e m e n t  d e f in es  the p r o d u c t s ,  c u s t o m e r s ,  
loca t ion ,  and c o m p e t i t iv e  e m p h a s i s  of  the e n t e r p r i s e .  S p e c i f ic a t io n s  
can  be thought  of a s  m e a s u r a b l e  p a r a m e t e r s  which  can  be u s e d  to 
d e s c r i b e  p r e s e n t  p e r f o r m a n c e ,  ev a lu a te  p a s t  p e r f o r m a n c e ,  o r  s e r v e  
a s  a b a s i s  fo r  p lanning  the f u tu re  a c t i v i t i e s  of the e n t e r p r i s e .  The 
th i rd  c o m p o n e n t  e l e m e n t ,  d e p l o y m e n t s , r e f e r s  to the r e l a t i v e  a l l o ­
ca t io n  of funds ,  f a c i l i t i e s ,  e q u ip m e n t ,  m a n p o w e r ,  and m a n a g e m e n t
35a t ten t io n  am ong  the c o m p a n y ' s  v a r i o u s  a c t i v i t i e s .
Katz  t a k e s  the co ncep t  of s t r a t e g y  one s t e p  f u r t h e r  to w a rd  a 
m o r e  a n a l y t i c a l  f r a m e w o r k  w hen  he d e f in es  the e l e m e n t s  of scope
^ I b i d .  , p. 195. In the f r a m e w o r k  K atz  p r e s e n t s  " c o r p o r a t e  
s t r a t e g y  r e f e r s  to the r e l a t i o n s h i p  b e tw een  an  e n t e r p r i s e  and  its  
e n v i r o n m e n t .  S t r a t e g i c  p o s tu r e  (or  pos i t ion)  r e f e r s  to an a c tu a l  
r e l a t i o n s h i p  b e tw een  e n t e r p r i s e  and e n v i r o n m e n t  a t  a sp e c i f i c  point  
in t im e .  The s t r a t e g i c  p lan  r e f e r s  to an  in tended  f u tu r e  r e l a t i o n ­
sh ip ;  the p lan  c o n s i s t s  of c o r p o r a t e  o b je c t iv e s  and  the p r o p o s e d  
c o n d i t iona l  a c t io n  s t e p s  to be t ak en  in o r d e r  to r e a c h  th o se  o b j e c ­
t i v e s .  "
3 5 I b i d . , pp. 1 9 8 - 2 0 2 .
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and d e p lo y m e n ts  in t e r m s  of s t r a t e g i c  v a r i a b l e s  o r  po l icy  c o m m i t ­
m e n t s  tha t  can  be v iewed  as  d e c i s io n s  with in  the f i r m .  He s u g g e s t s  
tha t  "only  seven  key  p a r a m e t e r s  n e ed  be c o n s id e r e d  on a co n t in u o u s ,  
u n i v e r s a l  b a s i s  in d e t e r m in i n g  c o m p an y  s t r a t e g y :  p r o d u c t  po l icy ,  
c u s t o m e r  po l icy ,  d i s t r i b u t io n  and p r o m o t io n  po l icy ,  co m p e t i t iv e  
e m p h a s i s ,  3 8  p r i c in g  po l icy ,  f inancing  po l icy ,  and in v e s tm e n t
2 7  — —
policy .  " / T h e s e /  " s t r a t e g i c  v a r i a b l e s  r e f e r  to the c h o ic e s  and
a c t iv i t i e s  which  e s t a b l i s h  sco p e ,  def ine  p e r f o r m a n c e  s p e c i f i c a t i o n s ,
38and dep loy  r e s o u r c e s .  "
By t r a n s l a t i n g  b ro a d ,  g e n e r a l  c o m p o n en ts  of s t r a t e g y  in to  a 
f in i te  s e t  of s t r a t e g i c  v a r i a b l e s ,  th i s  c o n t r ib u t io n  o f f e r s  the m o s t  
a n a ly t i c a l  f r a m e w o r k  found in the l i t e r a t u r e . 3^ H o w e v e r ,  a w e a k ­
n e s s  in the f r a m e w o r k  r e s u l t s  when Katz  s u g g e s t s  tha t  s o m e  p a r a m ­
e t e r s  m a y  a s s u m e  t e m p o r a r y  im p o r t a n c e  to a s ing le  e n t e r p r i s e ,
Of.
To e s t a b l i s h  a c o m p e t i t iv e  e m p h a s i s  r e q u i r e s  w ha t  Katz 
(p. 199) and L e a r n e d  e t  a l .  (p. 180) have l a b e le d  " d i s t in c t iv e  
c o m p e te n c e "  and r e f e r s  to w hat  the o rg a n iz a t io n  can  do p a r t i c u l a r l y  
w e l l .  S t e i n e r  (p. 252) r e f e r s  to th is  co n cep t  a s  " s t r a t e g i c  f a c t o r s , "  
i . e .  , those  f a c t o r s  tha t  m u s t  be r e c o g n iz e d  and p e r f e c t e d  to m a k e  
the com p an y  s u c c e s s f u l .
3 ^K atz ,  C a s e s  and C o n c e p t s , p. 101.
3 8 Ib id .  , p. 203.
3^Th is  is  not  to say  tha t  the p a r t i c u l a r  d e c i s io n s  K a tz  has  
c h o se n  a r e  o r  a r e  no t  the d e c i s io n s  tha t  should  be in c lu d ed  in an  
a n a ly t i c a l  f r a m e w o r k  fo r  s t r a t e g y  f o rm u la t io n .  The m a j o r  point  
th a t  w i l l  be t aken  f r o m  K a t z ' s  c o n t r ib u t io n  is tha t  c o r p o r a t e  s t r a t e g y  
can  be def ined  in t e r m s  of a n u m b e r  of tang ib le  d e c i s io n s .
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e . g .  , l a b o r  r e l a t io n s  a t  a t im e  of i n t e n se  conf l ic t .*®  Th is  is  v e r y  
s i m i l a r  to what  S t e i n e r  im p l ied  w hen  he sa id  th a t  " s t r a t e g i c  p lanning  
c a n  and should  d e a l  w ith  anyth ing  th a t  is  h ighly  i m p o r t a n t  to the 
s u c c e s s  of the co m p an y .  "** The r e s u l t  of a s s u m i n g  t e m p o r a r y  
i m p o r t a n c e  is a l s o  v e r y  s i m i l a r ,  i . e .  , an a n a ly t i c a l  co n cep t  of 
c o r p o r a t e  s t r a t e g y  tha t  can  have d i f f e r e n t  d im e n s io n s  depend ing  on 
w h a t  is i m p o r t a n t  a t  a point  in t im e .
The p r e v io u s  d i s c u s s i o n  b ased  on l i t e r a t u r e  dea l ing  with 
s t r a t e g y  fo rm u la t io n  has  po in ted  out a need  f o r  a m o r e  a n a ly t i c a l  
concep t  of c o r p o r a t e  s t r a t e g y .  Th is  new co n c ep t  would  p lace  f in i te  
d i m e n s io n s  on tha t  a r e a  of b u s in e s s  tha t  a t t e m p t s  to  r e l a t e  i n t e r n a l  
c h a r a c t e r i s t i c s  of a f i r m  to the d y n am ic  e n v i r o n m e n t .  M o re  
s p e c i f i c a l ly ,  it would include a n u m b e r  of id en t i f iab le  d e c i s io n s  tha t  
m u s t  be a d d r e s s e d  to f o r m u l a t e  c o r p o r a t e  s t r a t e g y .  H o w ev er ,  a 
c o m p le te  t h e o r e t i c a l  f r a m e w o r k  of c o r p o r a t e  s t r a t e g y  m u s t  a l s o  
inc lude  the v a r i a b l e s  th a t  m u s t  be a d d r e s s e d  to i m p l e m e n t  o r  
o p e r a t i o n a l i z e  a f o r m u l a t e d  s t r a t e g y .  Ident ify ing  th e se  v a r i a b l e s  
w i l l  r e q u i r e  looking a t  the v iew s  of  a n u m b e r  of w r i t e r s  c o n c e rn in g  
s t r a t e g y  i m p le m e n ta t io n .  T h e se  v iew s  a r e  the focus  of the nex t  
few p ag es  of th is  c h a p t e r .
*®Katz, C a s e s  and C o n c e p t s , p. 101.
* ̂ S te in e r ,  Top  M a n a g e m e n t  P l a n n in g , p. 238.
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The Im p le m e n ta t io n  of  C o r p o r a t e  S t r a t e g y
As was  m e n t io n e d  p r e v io u s ly ,  i m p le m e n ta t io n  i s  the second
42a s p e c t  of c o r p o r a t e  s t r a t e g y .  The w o rk  of  f o r m u la t in g  a s t r a t e g y
is a s o m ew h a t  w a s t e fu l  e n d e a v o r  w ithout  e f fec t ive  i m p le m e n ta t io n .  
S u c c e s s f u l  im p le m e n ta t io n  of s t r a t e g y  involves  a c t io n  p r o g r a m s ,  
s y s t e m a t i c a l l y  u n d e r t a k e n ,  so a s  to ach iev e  the o b je c t iv e s  and goa ls
A. 1
i n h e r e n t  in the s t r a t e g i c  plan.  In th is  r e s p e c t ,  i m p l e m e n ta t io n  is
c o n c e r n e d  in b ro ad  t e r m s  with such  m a t t e r s  a s  w ha t  a c t io n s  to u n d e r ­
ta k e ,  when the ac t io n s  a r e  to be u n d e r t a k e n  (a t im e ta b l e ) ,  the 
f in a n c ia l  r e s o u r c e s  n e c e s s a r y  to s u p p o r t  the a c t io n  (funds flow), and 
the m a n p o w e r  o r  key  p e r s o n s  n e c e s s a r y  to c a r r y  out the a c t io n s  (a 
m an n in g  tab le) .
Im p le m e n t in g  s t r a t e g y  is  s e ld o m  an e x p l i c i t ly  def ined  a r e a  
in the l i t e r a t u r e ,  and the m a n n e r  in w hich  i t  i s  t r e a t e d  v a r i e s  am o n g
^ A l t h o u g h  the e m p i r i c a l  w o r k  of th is  d i s s e r t a t i o n  w i l l  not  
a d d r e s s  this  a s p e c t  of  s t r a t e g y ,  i t s  in c lu s io n  in th is  c h a p t e r  is 
n e c e s s a r y  to f o r m  a co m p le te  p r e s e n t a t i o n  and t h e o r e t i c a l  f r a m e ­
w o r k  of the co n cep t  of c o r p o r a t e  s t r a t e g y .
^ T h r o u g h o u t  th is  p a p e r ,  the following de f in i t ions  w i l l  be 
u s e d :  an ob jec t ive  is a b r o a d  a i m  o r  d e s i r e d  end ,  and a goal  is  an 
o b jec t ive  that  h a s  been  m a d e  s p e c i f ic  a s  to m a g n i tu d e  and  t im e .  
T h e s e  de f in i t ions  a r e  c o n s i s t e n t  w ith  the v iews of R. H. Cap lan ,
III in h is  w o rk  M a n a g e m e n t  C o n t ro l  S y s t e m s , C o p y r ig h t  1967 by 
the P r e s i d e n t  and F e l lo w s  of H a r v a r d  Col lege  (a m a n u s c r i p t  to be 
p u b l i sh ed  by P r e n t i c e - H a l l ,  I n c . ) ,  p. 1-2, and S t e i n e r ,  Top 
M a n a g e m e n t  P l a n n in g , p. 153.
^ K a t z ,  C a s e s  and C o n c e p t s , p. 357.
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a u t h o r s .  45 Th is  m a y  be due to the l a ck  of  a so l id  c o n c e p tu a l  
foundat ion  fo r  c o r p o r a t e  s t r a t e g y  a s  w e l l  a s  the i n h e r e n t  d i f f icu l ty  
found when a t t em p t in g  to s e p a r a t e  im p l e m e n t a t i o n  f r o m  f o rm u la t io n .  
In the d i s c u s s io n  to follow, the focus  w i l l  be on the v iew p o in ts  of 
v a r io u s  a u th o r s  c o n c e rn in g  the v a r i a b l e s  o r  d e c i s io n s  to inc lude  when 
i m p le m e n t in g  a s t r a t e g i c  p lan.
F o r  the im p le m e n ta t io n  of s t r a t e g y  to be s u c c e s s f u l ,  an 
im p o r t a n t  v a r i a b l e  tha t  m u s t  be c o n s i d e r e d  is  o r g a n i z a t io n a l  
s t r u c t u r e .  Since the o r g a n iz a t io n a l  s t r u c t u r e  s u p p l ie s  the f r a m e ­
w o r k  fo r  o p e r a t io n a l iz in g  the s t r a t e g i c  p lan ,  " the s u c c e s s f u l  i m p l e ­
m e n ta t i o n  of s t r a t e g y  r e q u i r e s  tha t  the g e n e r a l  m a n a g e r  shape  to 
the p e c u l i a r  n e e d s  of his  s t r a t e g y  the f o r m a l  s t r u c t u r e  of his  
o rg a n iz a t io n .  . . .
In r e s e a r c h i n g  the r e l a t i o n s h i p  be tw een  s t r a t e g y  and 
s t r u c t u r e ,  C h a n d le r  found tha t  the m o v e  to a m u l t i - d i v i s i o n a l  
s t r u c t u r e  w a s ,  to a l a r g e  d e g r e e ,  the r e s u l t  of the s t r a t e g i e s  of 
d i v e r s i f i c a t i o n  in to  new l ines  of b u s in e s s  and v e r t i c a l  in t e g ra t i o n
4 ^ F o r  tha t  m a t t e r ,  m o s t  a u t h o r s ,  w i th  the ex c e p t io n  of  
L e a r n e d  e£ a l .  and S t e in e r ,  d i s p e r s e  the s u b je c t  of im p l e m e n t a t i o n  
th roughou t  t h e i r  o th e r  c h a p t e r s .  In e s s e n c e ,  t h e r e  does  not  e x i s t  a 
w e l l - f o r m u l a t e d  c o n c ep tu a l i z a t io n  and id en t i f i c a t io n  of the co m p o n en t  
v a r i a b l e s  of im p le m e n ta t io n .  An a i m  of th is  w o r k  is to d e v e lo p  such  
a co n c ep tu a l iz a t io n .
^ L e a r n e d  e t a l . , B u s in e s s  P o l ic y , p. 573.
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in to  w ide ly  s e p a r a t e d  g e o g r a p h ic a l  a r e a s .  He a l s o  found tha t  the 
new  s t r u c t u r e  w as  f o r m e d  to m a k e  n e c e s s a r y  i m p r o v e m e n t s ,  s u c h  
a s  "a m o r e  c a r e f u l  def in i t ion  of  the d u t i e s  and s t r u c t u r e  of the  
fu nc t iona l  d e p a r t m e n t s ,  a m o r e  e x p l i c i t  p la c in g  of a u th o r i t y  and 
r e s p o n s i b i l i t y  fo r  func t iona l  a c t i v i t i e s  on a s ing le  in d iv idua l ,  and  a 
g r e a t e r  a s s u r a n c e  tha t  the E x e c u t iv e  C o m m i t t e e  would confine  i t s e l f  
to ' the  g e n e r a l  s u p e r v i s io n  of the C o m p a n y ' s  a f f a i r s ,  ' and  to the 
q u e s t io n  of b r o a d  po l icy .  1 , 4 8  In th is  s t a t e m e n t ,  C h a n d le r  is  i m p l y ­
ing th a t  o r g a n i z a t i o n a l  s t r u c t u r e  c o n ta in s  c e r t a i n  i m p o r t a n t  s u b ­
a c t i v i t i e s ,  su c h  as  def in ing fu n c t io n s ,  p l a c e m e n t  of a u th o r i t y  and 
r e s p o n s i b i l i t y ,  and a s s u r i n g  tha t  n e c e s s a r y  q u e s t io n s  of b ro ad  po l icy  
a r e  h an d led  p r o p e r l y .
It  should  be r e c a l l e d  tha t  Cannon in c lu d e s  in h is  d e f in i t ion  of 
s t r a t e g y  what  he r e f e r s  to a s  " d i r e c t i o n a l  a c t io n  d e c i s i o n s . "  In 
o r d e r  to in t ro d u c e  the co ncep t  of im p l e m e n t a t i o n ,  he b r e a k s  down 
d i r e c t i o n a l  ac t io n  d e c i s io n s  into a r e s u l t  e l e m e n t ,  an  a c t io n  e l e m e n t ,  
and  a c o m m i t m e n t  e l e m e n t .  E a c h  d i r e c t i o n a l  a c t io n  d e c i s io n  
in c lu d e s :  "(a)  a d e s i r e d  r e s u l t , o r  o b je c t iv e ,  to be a c h ie v e d ,  (b) a 
c o u r s e  of a c t i o n , o r  p lan ,  w hich  s p e c i f i e s  the w o r k  to be done to 
a c h ie v e  the r e s u l t ,  and (c) a c o m m i t m e n t  d e c i s io n ,  w hich  d i r e c t s
4 ? C h a n d le r ,  S t r a t e g y  and S t r u c t u r e , pp. 2 9 9 -300 .  
4 8 Ib id .  , p. 300.
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so m e  p a r t  of the o r g a n iz a t io n  to u n d e r t a k e  the c o u r s e  of ac t ion ,  
m a k e s  the p e r s o n n e l  invo lved  r e s p o n s i b l e  f o r  ob ta in ing  the o b je c t iv e ,  
and a l l o c a t e s  th e m  the r e s o u r c e s  n e c e s s a r y  f o r  the job.  "49 The 
c o m m i t m e n t  e l e m e n t ,  then ,  d e s ig n a t e s  the i m p l e m e n t a t i o n  a s p e c t s  
of (a) a s s i g n m e n t  of r e s p o n s i b i l i t y ,  (b) locus  of a c t io n ,  and  (c) t im in g  
of ac t ion .  In o t h e r  w o r d s ,  the c o m m i t m e n t  e l e m e n t  a n s w e r s  " the 
q u e s t io n s  of w h o , w h e r e , and w hen  w i th  r e s p e c t  to the p r o p o s e d  
a c t ion .
In a l a t e r  c h a p t e r ,  Cannon  a d d r e s s e s  the topic  of s t r u c t u r i n g  
the o r g a n iz a t io n .  U n d er  th is  top ic  he d i s c u s s e s  i m p o r t a n t  d i m e n ­
s io n s ,  such  a s  the d iv i s io n  and s p e c i a l i z a t i o n  of l a b o r ,  a s t r u c t u r e  of 
a u t h o r i t i e s  and r e l a t i o n s h i p s  to p ro v id e  c o n t ro l  o v e r  s p e c i a l i z a t i o n ,  
c o m m u n ic a t io n  and a u t h o r i t y  f lo w s ,  the d e v e lo p m e n t  of p e r s o n n e l  
w ith in  the s t r u c t u r e ,  the t r e a t m e n t  of key  t r a d e - o f f  d e c i s io n s  within
the s t r u c t u r e ,  and def in ing  the "unknown" a r e a s  of b u s i n e s s  o p p o r -
51tu n i t i e s  (new v e n tu r e  a n a ly s i s ) .
The a p p r o a c h  of  N e w m a n  and Logan  to the im p l e m e n t a t i o n  
a s p e c t  of s t r a t e g y  d e r i v e s  f r o m  t h e i r  v iew of the c e n t r a l  m a n a g e m e n t  
job.  The f i r s t  two s t e p s  in t h e i r  a p p r o a c h  to th is  job a r e  b a s ic a l ly
4 9 c a n n o n ,  B u s i n e s s  S t r a t e g y  and P o l i c y , pp. 38-39 .  
^ I b id . , p. 46.
^ I b id . , pp. 305-11 .
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c o n c e r n e d  with  the f o rm u la t io n  of s t r a t e g y .  The th i rd  and f o u r th
s te p s  a r e  m o r e  c o n c e r n e d  with  the i m p l e m e n ta t io n  of s t r a t e g y .
T h e s e  s te p s  a r e  to:
Set  up an o r g a n iz a t io n  to c a r r y  out the s t r a t e g y  and 
pol icy .  Th is  in vo lves  m a k in g  c l e a r  who does  what ,  
and a l s o  develop ing  key p e r s o n n e l  who can  push  
f o r w a r d  in the d i r e c t i o n  s ing led  out  in the s t r a t e g y .
/ a n d /  Guide the execu t io n  of the s t r a t e g y  and po l icy  
th ro u g h  the o rg a n iz a t io n .  This  c a l l s  f o r  p r o g r a m m i n g ,  
a c t iv a t in g ,  and c o n t ro l l in g  the o p e r a t i o n s .  ^ 2
It  s e e m s ,  then,  that th e se  a u th o r s  c o n s id e r  the key  e l e m e n t s  of 
im p l e m e n t a t i o n  a s  being the o rg a n iz a t io n a l  s t r u c t u r e ,  m a n p o w e r  
planning  and d e v e lo p m e n t ,  p lanning  ( p ro g r a m m in g ) ,  d e leg a t io n  of 
a u th o r i ty ,  and c o n t ro l .
S t e i n e r  d i s c u s s e d  the topic of i m p le m e n ta t io n  u n d e r  the h e a d ­
ing of " F r o m  S t ra te g ic  P lann ing  to C u r r e n t  A c t ion .  "53 Th is  p r o c e s s  
is  a c c o m p l i s h e d  by the in t e g ra t i o n  of m e d i u m - r a n g e  and s h o r t - r a n g e  
p r o g r a m m i n g  w i th  s t r a t e g i c  p lanning ,  and the t r a n s l a t i o n  of th e se  
p r o g r a m s  into a c t io n s .  S t e in e r  r e l a t e s  s e v e r a l  i n t e r r e l a t e d  
a p p r o a c h e s  to the o v e r a l l  p r o c e s s .  F i r s t ,  the p lans  ( p r o g r a m s )  
c o n c e n t r a t e  on m a j o r  p r o d u c t s ,  func t ions ,  and c o s t s  in con junc t ion  
w i th  f a c i l i t i e s  r e q u i r e m e n t s .  Second ,  the t e c h n iq u e s  u t i l i z e d  fo r  
p lanning m a y  range  f r o m  in tu i t ion  to quan t i ta t ive  m a t h e m a t i c a l
^ N e w m a n  and Logan,  S t r a t e g y , p. 7.
^ S t e i n e r ,  Top M a n a g e m e n t  P l a n n in g , pp. 286 -316 .
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f o r m u l a t i o n s .  T h i r d ,  the p lans  m u s t  be co n t in u o u s ly  t e s t e d  fo r  
c o n s i s t e n c y  with  the s t r a t e g i c  p la n s .  F o u r th ,  the p r o c e s s  of 
p lann ing  is i t e r a t i v e  and r e q u i r e s  i n t e r a c t io n  b e tw een  c o r p o r a t e  
l e v e l  m a n a g e r s ,  s t a f f s ,  d iv i s io n a l  m a n a g e r s ,  and so  on. F i f th ,  
c u r r e n t  budge ts  t r a n s l a t e  the p lans  in to c u r r e n t  a c t i o n s .  ^4
S t e i n e r  r e f e r s  to the budget  a s  a " m a j o r  i n t e g r a t i n g  too l"  
and a l s o  s t a t e s  tha t  the budget  s y s t e m  is  " the  m o s t  u n i v e r s a l l y  
u s e d  b a s i s  f o r  t r a n s l a t i n g  s t r a t e g i c  p lans  in to  a c t i o n s .  . . .
Budge ts  f a c i l i t a t e  the p lann ing ,  c o o rd in a t in g ,  and co n t ro l l in g  
func t ions  in a b u s in e s s  e n t e r p r i s e  n e c e s s a r y  to s u c c e s s f u l l y  i m p l e ­
m e n t  s t r a t e g i c  p la n s .  F i r s t  of a l l ,  they  f o rc e  m a n a g e r s  to d i r e c t  
a t t e n t io n  to the f o rm u la t io n  of the o b j e c t iv e s  and g o a ls  sought.  
Second ly ,  budge ts  he lp  to i n t e g ra te  fu n c t io n a l  p lans  ( e . g . ,  p r o ­
duc t ion ,  r a w  m a t e r i a l  p u r c h a s e s ,  d i r e c t  l a b o r  r e q u i r e m e n t s ,  e t c . ) .  
T h i r d ly ,  budge ts  supply  a m e a n s  to d e le g a te  r e s p o n s i b i l i t i e s  and 
c o n t r o l  p e r f o r m a n c e .  ^ 6  j n S t e i n e r ' s  own w o r d s :
. . . , budget ing not  only f a c i l i t a t e s  but f o r c e s  
i n t e g ra t i o n  of func t iona l  e l e m e n t s  in  both the 
d e v e lo p m e n t  of p lans  and in c a r r y i n g  t h e m  out.
They  f o rc e  m a n a g e r s  to c o n c e n t r a t e  on quant i fy ing  
en d s  to be a c h ie v e d ,  they  can  be u s e d  a s  a v eh ic le  
fo r  w i d e s p r e a d  p a r t i c ip a t io n  am o n g  people  in the
5 4 Ib id .  , p. 293.
5 5 Ib id .  , p. 315.
5 6 Ibid .  , p. 299.
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planning p r o c e s s  and th e r e b y  p ro m o te  b e t t e r  
u n d e r s t a n d in g  and m o t iv a t io n  f o r  a c h i e v e m e n t  
am o n g  m a n a g e r s  and e m p l o y e e s ,  and they  b r idge  
the gap  b e tw een  s t r a t e g i c  p lanning  and c u r r e n t  
a c t io n s .  57
It  should  be c l e a r  f r o m  th is  d i s c u s s i o n  tha t  S t e i n e r  c o n s i d e r s  
the budget  a s  p laying a m a j o r  r o le  in the im p le m e n ta t io n  of s t r a t e g y .  
It  fo l low s ,  then,  tha t  w hen  he r e l a t e s  c e r t a i n  e s s e n t i a l s  f o r  an  ef> 
fec t ive  budgeting s y s t e m ,  he is  a l s o  r e f e r r i n g  to key  e l e m e n t s  o r  
v a r i a b l e s  tha t  m u s t  be c o n s id e r e d  to s u c c e s s f u l l y  im p l e m e n t  
s t r a t e g y .  Some of  th ese  v a r i a b l e s  a r e  a c l e a r - c u t  o r g a n iz a t io n a l  
s t r u c t u r e ,  r e s p o n s ib i l i t y  fo r  the s y s t e m ,  s t a n d a r d s  of p e r f o r m a n c e ,  
and  an  o r g a n iz a t io n a l  c l im a te  tha t  is  adap tab le  to and a c c e p t s  
change .
L e a r n e d  e_t ^1. p r e s e n t  the im p le m e n ta t io n  of s t r a t e g y  as  
being co m p o se d  of what  they  r e f e r  to a s  c e r t a i n  s u b a c t iv i t i e s .  They 
d e s c r i b e  th e se  s u b a c t iv i t i e s  o r  e l e m e n t s  a s  " the d e s ig n  of o r g a n i z a ­
t io n a l  s t r u c t u r e  and r e l a t i o n s h i p s ,  the e f fec t ive  a d m i n i s t r a t i o n  of 
o r g a n iz a t io n a l  p r o c e s s e s  a f fec t ing  b e h a v io r ,  and  the d e v e lo p m e n t  of 
e f fec t iv e  p e r s o n a l  l e a d e r s h i p .  "59 jn m o r e  spe c i f ic  t e r m s ,  the 
im p le m e n t in g  s u b a c t iv i t i e s  a d d r e s s  i s s u e s ,  su c h  a s  the n a t u r e  of
5 7 I b i d . , pp. 299, 301.
5 8 I b i d . , pp. 315-16 .
^ L e a r n e d  e t a l .  , B u s in e s s  P o l ic y , p. 572.
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o r g a n iz a t io n ,  the d e s ig n  of  i n fo r m a t io n  s y s t e m s ,  p e r f o r m a n c e  
a p p r a i s a l ,  m o t iv a t io n  and in cen t ive  s y s t e m s ,  c o n t r o l  s y s t e m s ,  and 
s y s t e m s  of exe(  ‘it ive r e c r u i t m e n t  and d e v e lo p m e n t .  60
In A n s o f f ' s  s c h e m e ,  the im p l e m e n t a t i o n  of  s t r a t e g y  f a l ls  
u n d e r  the a d m i n i s t r a t i v e  c l a s s  of b u s in e s s  d e c i s io n s .  61 When d i s ­
c u s s in g  th is  c l a s s  of d e c i s io n s ,  he s t a t e s  tha t :
One p a r t  of the a d m i n i s t r a t i v e  p r o b l e m  is c o n c e r n e d  
w i th  o r g a n iz a t io n :  s t r u c t u r i n g  of a u th o r i t y  o f  r e s p o n ­
s ib i l i ty  r e l a t i o n s h i p s ,  w o r k  f low s ,  i n fo r m a t io n  f lows,  
d i s t r i b u t i o n  c h a n n e l s ,  and lo ca t io n  of  f a c i l i t i e s .  The 
o t h e r  p a r t  i s  c o n c e r n e d  with  a c q u i s i t i o n  and d e v e lo p ­
m e n t  of r e s o u r c e s :  d e v e lo p m e n t  of r a w  m a t e r i a l  
s o u r c e s ,  p e r s o n n e l  t r a in in g  and d e v e lo p m e n t ,  
f inanc ing ,  and  ac q u i s i t io n  of  f a c i l i t i e s  and e q u ip m e n t .  ^
With a no t ion  s i m i l a r  to tha t  of  S t e i n e r ,  A nsoff  in t ro d u c e s  
the s t r a t e g i c  b u d g e t - - a  t i m e - p h a s e d  s c h ed u le  th a t  c o n s i s t s  of a
(a) p e r f o r m a n c e  budget ,  (b) r e s o u r c e  budget ,  and  (c) p ro f i t  budget.  
A c c o rd in g  to Ansoff ,  th is  d o c u m e n t  is  n ee d e d  to " o rg a n iz e  s y s t e m ­
a t i c a l l y  the e f fo r t "  n e c e s s a r y  to i m p l e m e n t  s t r a t e g y .  63
It shou ld  be no ted  a t  th is  t im e  th a t  a l though  the p r e v io u s ly  
m e n t io n e d  v iew s  on the i m p le m e n ta t i o n  of  s t r a t e g y  a r e  not e x a c t ly  
the  s a m e ,  t h e r e  a r e  c e r t a i n  e l e m e n t s  o r  v a r i a b l e s  tha t  a r e  inc luded
6 0 lb id .
^ A n s o f f  c l a s s i f i e s  b u s in e s s  d e c i s io n s  a s  fa l l ing  into t h r e e  
c a t e g o r i e s :  s t r a t e g i c ,  a d m i n i s t r a t i v e ,  and o p e r a t io n a l .  H ow ev er ,  
the m a j o r  focus  of h is  book is  on s t r a t e g i c  d e c i s io n s .
62A n s o f f , C o r p o r a t e  S t r a t e g y , p. 6 .
6 3 Ibid.  , p. 218.
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on a m o r e  c o n s i s t e n t  b a s i s  than  o t h e r s .  T h e s e  e l e m e n t s  w i l l  be 
in c lu d ed  a s  i m p le m e n ta t io n  v a r i a b l e s  in a c o n c e p tu a l  m o d e l  of 
e n t e r p r i s e  d e c i s io n  m ak in g .  Th is  m o d e l  is  p a r t  of a  t h e o r e t i c a l  
f r a m e w o r k  f o r  c o r p o r a t e  s t r a t e g y  tha t  w i l l  be in t ro d u c e d  in the nex t  
s e c t io n  of this  c h a p t e r .  A lso  inc luded  in the m o d e l  and  f r a m e w o r k  
a r e  a f in i te  s e t  of  s t r a t e g i c  d e c i s io n s  tha t  s e r v e  to f o r m u l a t e  and 
def ine  s t r a t e g y  and o th e r  d e c i s io n s  tha t  e x i s t  w i th in  the fu n c t io n a l  
a r e a s  of  a f i r m .  In  s u m ,  the m o d e l  is a h o l i s t i c  v iew of  e n t e r p r i s e  
d e c i s io n  m ak in g  tha t  c o n c e p tu a l i z e s  c o r p o r a t e  s t r a t e g y  and  i t s  
r e l a t i o n s h i p  to a l l  o t h e r  d e c i s io n s  in the f i r m .
The l i t e r a t u r e  r e v ie w  on s t r a t e g y  f o r m u l a t i o n  po in ted  out  a 
n e e d  fo r  a m o r e  a n a ly t i c a l  a p p r o a c h  to the co n ce p t  o f  c o r p o r a t e  
s t r a t e g y .  By def ining s t r a t e g y  in t e r m s  of a f in i te  s e t  of d e c i s i o n s ,  
the f r a m e w o r k  to be p r e s e n t e d  o f fe r s  su ch  an a p p r o a c h .  In  
add i t ion ,  the r e v ie w  conducted  on l i t e r a t u r e  p e r t a in in g  to the i m p l e ­
m e n ta t i o n  of s t r a t e g y  is  d r a w n  upon to iden t i fy  a s e t  of i m p l e m e n t a ­
t ion  d e c i s io n s  tha t  a r e  inc luded  in the f r a m e w o r k .
A_ T h e o r e t i c a l  F r a m e w o r k  f o r  C o r p o r a t e  S t r a t e g y
The nex t  few p a r a g r a p h s  a r e  d evo ted  to  i n t ro d u c in g  a t h e o ­
r e t i c a l  f r a m e w o r k  f o r  c o r p o r a t e  s t r a t e g y .  The f r a m e w o r k  t a k e s  a 
d e c i s io n  o r i e n ta t i o n  viewing the to ta l  o r g a n i z a t i o n  a s  c o m p o s e d  of  a 
n e t w o r k  of r e l a t i o n s .  The fo cu s ,  h o w e v e r ,  is  on the s t r u c t u r e  of 
d e c i s io n s  and p r e c l u d e s  b eco m in g  involved  with  how d e c i s io n s  a r e
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m a d e .  This  r e s u l t s  in an  a p p r o a c h  th a t  e x p l o r e s  the b u s in e s s  f i r m  
as  opposed  to the d e c i s io n - m a k i n g  p r o c e s s .  The f r a m e w o r k ,  then,  
is s t a t i c  in n a t u r e  and in tended  fo r  d e v e lo p m e n t  of  a n a l y t i c a l  and 
c o n c ep tu a l  ab i l i ty .
A co n c e p tu a l  s c h e m e  of the t h e o r e t i c a l  f r a m e w o r k  is  p r e ­
s e n te d  in F i g u r e  11-1. .An i m p o r t a n t  a s s u m p t i o n  of the f r a m e w o r k  is 
the view top m a n a g e m e n t  has  of runn ing  the o r g a n iz a t io n .  Th is  view 
lay s  the g r o u n d w o rk  f o r  how the o r g a n iz a t io n  is d i r e c t e d  and  c o n ­
t r o l l e d ,  and the v a r i a b l e s  w i th in  it  tha t  m a n a g e m e n t  is  p r i m a r i l y  
c o n c e r n e d  with.  Th is  v iew o r  m a n n e r  of th inking w as  d i s c u s s e d
p r e v i o u s l y  in th is  c h a p t e r  and  r e f e r r e d  to in one way as  a " g e n e r a l
64m a n a g e m e n t  point of view. " It  s u g g e s t s  tha t  top m a n a g e m e n t  
c o n t r o l s  and gu ides  the d i r e c t io n  of the e n t e r p r i s e  by v iewing  e a c h  
func t iona l  a r e a  and the i n t e rd e p e n d e n c y  be tween  fu n c t io n a l  a r e a s  
w hen  s e t t in g  to ta l  e n t e r p r i s e  o b j e c t iv e s .  At  a l l  t i m e s ,  the ch ie f  
ex e c u t iv e  is c o n c e r n e d  with  how the i n t e r a c t in g  and in t e rd e p e n d e n t  
u n i t s  p e r f o r m  to ach iev e  the e n t e r p r i s e ' s  to ta l  s i tu a t io n ,  i . e .  , how 
the c o m b in e d  un i t s  of the o r g a n iz a t io n  func t ion  a s  a whole to r e f l e c t  
the e n t e r p r i s e ' s  c u r r e n t  s t r a t e g i c  p o s tu r e .  Iden t i fy ing  and  s e le c t in g  
c r i t e r i a  to guide the o r g a n iz a t io n ,  a s s e s s i n g  the s t r e n g t h s ,  w e a k ­
n e s s e s ,  and i n t e r r e l a t i o n s h i p s  of the func t iona l  a r e a s ,  with a view
^ K a t z ,  C a s e s  and C o n c e p t s , pp. 13-22.
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to w a r d  e n v i r o n m e n ta l  o p p o r tu n i t i e s  and c o n s t r a i n t s ,  a r e  t a s k s  
i n s t r u m e n t a l  in d e t e r m in in g  the s t r a t e g y  of  the e n t e r p r i s e .
The c o n c e p tu a l  m o d e l  d ep ic ted  in F i g u r e  I I - 1 d iv id es  the 
d e c i s io n s  of  the e n t e r p r i s e  into fo u r  c l a s s e s .  It w i l l  be u s e d  a s  a 
f r a m e  of r e f e r e n c e  fo r ,  f i r s t  of a l l ,  u n d e r s t a n d in g  the c o n s t r a i n t s  
tha t  s e r v e  to guide the e n t e r p r i s e  and how th e se  c o n s t r a i n t s  a r e  
deve loped .  T h e s e  a r e  the five s t r a t e g i c  o r  C j  d e c i s io n  v a r i a b l e s  
l i s t e d  at  the top of F ig u r e  I I -  1.^® Suffice it to s a y  a t  th is  poin t tha t  
the e x i s t e n c e  of C j  v a r i a b l e s  (or  o b je c t iv e s  d e r i v e d  f r o m  C j  
v a r i a b l e s )  a s  independen t  v a r i a b l e s  in e a c h  func t iona l  r e l a t i o n s h i p  
in F i g u r e  I I - 1 c o n s t r a i n ,  a s  w e l l  as  supply ,  c o m m o n  p u r p o s e  to 
e n t e r p r i s e  d e c i s io n  m a k in g .  In o t h e r  w o r d s ,  s t r a t e g i c  d e c i s io n s  a r e  
the h ig h e s t  o r d e r  of d e c i s io n  m a d e  in the e n t e r p r i s e ,  c o n s t r a in in g  
a l l  s u b s e q u e n t  l o w e r  o r d e r  d e c i s io n s  and,  in t o t o , def in ing  c o r p o r a t e  
s t r a t e g y .
Second ly ,  the f r a m e w o r k  w il l  be u se d  to ex p la in  the v a r i a b l e s  
tha t  m u s t  be a d d r e s s e d  when im p le m e n t in g  a f o r m u l a t e d  s t r a t e g y .  
T h e se  a r e  the d e c i s io n  v a r i a b l e s  tha t  fa l l  into the C£ c a t e g o r y  in the 
m o d e l  and w i l l  be r e f e r r e d  to a s  im p le m e n ta t io n  v a r i a b l e s .  They 
supp ly  the a p p a r a t u s  n e c e s s a r y  fo r  im p le m e n ta t io n  of s t r a t e g i c
^ K a t z  a l so  r e f e r s  to s t r a t e g i c  v a r i a b l e s  a s  po l icy  c o m m i t ­
m e n t s  tha t  s e r v e  to r e l a t e  the e n t e r p r i s e  to i ts  e n v i r o n m e n t .
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p la n s .  Since  th e se  v a r i a b l e s  m a y  have s u b s t a n t i a l  in f luence  on 
f o r m u la t in g  s t r a t e g y ,  the m o d e l  show s  an e x p l i c i t  tw o-w ay  r e l a t i o n ­
sh ip  b e tw een  C j  and C 2  v a r i a b l e s .
T h i r d ly ,  the f r a m e w o r k  w i l l  be u sed  to e x p la in  the v a r i a b l e s  
tha t  e m p h a s i z e  the i n t e r r e l a t i o n s h i p  be tw een  func t iona l  a r e a s .  T h e se  
a r e  the v a r i a b l e s  tha t  fa l l  in to  the C 3  c a t e g o r y  and a r e  d ep ic ted  in the 
m o d e l  u n d e r  the func t iona l  a r e a s  of m a r k e t i n g ,  p ro d u c t io n ,  and 
f inance .  They  w i l l  be r e f e r r e d  to a s  m u l t i - f u n c t io n a l  o r  C 3  d e c i s io n  
v a r i a b l e s .  E a c h  v a r i a b l e  has  inc luded  in i ts  func t iona l  r e l a t i o n ­
sh ip  in dependen t  v a r i a b l e s  f r o m  o t h e r  func t iona l  a r e a s .  Due m a in ly  
to the m u l t i - f u n c t io n a l  c h a r a c t e r i s t i c s  of th e se  v a r i a b l e s ,  they  
c o n t r ib u te  to def in ing  the func t iona l  in t e rd e p e n d e n c ie s  tha t  e x i s t  
wi th in  the e n t e r p r i s e .
To c o m p le te  the f r a m e w o r k ,  a f o u r th  c l a s s  of v a r i a b l e s  
(C4 ) is inc luded  in F i g u r e  I I - 1. T h e se  v a r i a b l e s  w il l  be r e f e r r e d  to 
a s  f u n c t io n a l ly  independen t .  T ha t  i s ,  they a r e  d ep en d en t  (for  the 
m o s t  p a r t )  upon in dependen t  v a r i a b l e s  tha t  o r ig in a te  in the s a m e  
func t iona l  a r e a .  Th is  s t a t e m e n t  r e q u i r e s  f u r t h e r  e x p lan a t io n .  It 
c an  be a r g u e d  tha t  t h e r e  e x i s t  c e r t a i n  independen t  v a r i a b l e s  that  
a f fec t  e v e r y  d e c i s io n  in the e n t e r p r i s e ,  e . g .  , the av a i l a b i l i ty  of 
funds f o r  o p e r a t i o n s .  The in f luence  of su c h  in d ep en d en t  v a r i a b l e s  
w i l l  be r e f e r r e d  to as  m a r g in a l l y ,  a s  opposed  to ex p l ic i t ly ,  
in f luenc ing  the dependen t  v a r i a b l e s .  S ince  m a r g i n a l  in f luences
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e x i s t  in  e v e r y  fu n c t io n a l  r e l a t i o n s h i p  ( including C 3  v a r i a b l e s ) ,  the 
c r i t e r i o n  fo r  d i f f e ren t ia t in g  be tw een  C 3  and C 4  v a r i a b l e s  i s  the 
e x i s t e n c e  of e x p l i c i t  i n f lu e n c e s  of o th e r  fu n c t io n a l  a r e a s  on C 3  and 
not C 4  d e c i s io n s .  In th is  f r a m e w o r k ,  then ,  fu n c t iona l ly  in d ep en d en t  
v a r i a b l e s  a r e  those  tha t  a r e ,  a t  m o s t ,  m a r g i n a l l y  in f luenced  by o th e r  
f u n c t io n a l  a r e a s .
A l though  C 4  v a r i a b l e s  do not  e x p l i c i t ly  co n t r ib u te  to a g e n e r a l  
m a n a g e m e n t  point  of v iew,  they  a r e  n e c e s s a r y  to c o m p le te  a f r a m e ­
w o r k  of e n t e r p r i s e  d e c i s io n  m a k in g .  ^ 6  As a c l a s s  of d e c i s io n  
v a r i a b l e s ,  they too m u s t  be c o n s t r a i n e d  by the s t r a t e g i c  v a r i a b l e s  
in o r d e r  to i n s u r e  tha t  a l l  d e c i s io n s  in  the e n t e r p r i s e  a r e  m a d e  in 
a m a n n e r  c o n s i s t e n t  w ith  top m a n a g e m e n t ' s  s t r a t e g i c  d e c i s io n s .  
T h e o r e t i c a l l y ,  then ,  t h e s e  v a r i a b l e s  ex h ib i t  fu n c t io n a l  a r e a  d e p e n ­
dency  on s t r a t e g i c  v a r i a b l e s  ev en  down to the m o r e  rou t ine  
d e c i s io n s .
T h e r e  e x i s t s  an  i m p o r t a n t  c o n c e p t  w ith in  th is  f r a m e w o r k  tha t  
should  be exp la in ed  a t  th is  t im e .  The co n ce p t  is  th a t  of a " s t r a t e g i c
^ T h a t  i s ,  t h e se  v a r i a b l e s  a r e  not  e x p l i c i t ly  d ep en d en t  on 
o t h e r  fu n c t io n a l  a r e a s  fo r  inputs  and a r e  of the e v e r y d a y  rou t ine  
type .  T op  m a n a g e m e n t ' s  m a j o r  c o n c e r n  is w ith  the f i r s t  t h r e e  
c l a s s e s  of d e c i s io n  v a r i a b l e s  and,  a l though  C4  v a r i a b l e s  a r e  
n e c e s s a r y  fo r  con t inued  o p e r a t io n  of the e n t e r p r i s e ,  f r o m  a g e n e r a l  
m a n a g e m e n t  p e r s p e c t i v e ,  they  should  (in m o s t  c a s e s )  be lef t  to 
o p e ra t in g  m a n a g e r s .
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d e c i s io n  s y s t e m "  (the five C j  v a r i a b l e s )  and c a n  be thought  of a s  a 
fin i te  s e t  of d e c i s io n s  tha t  fo r  any b u s in e s s  e n t e r p r i s e  d e f i n e s : ^
( 1 ) what  b u s in e s s  the c o m p an y  is  in o r  is  to be in,
(2 ) the kind of c o m p a n y  it i s  o r  is to be,
(3) w h e re  the c o m p a n y  o p e r a t e s  o r  in tends  to o p e r a t e ,
(4) who the c o m p a n y  s e r v e s  o r  in tends  to s e r v e ,
(5) how the c o m p a n y  w i l l  r e l a t e  i t s  i n t e r n a l  c o m p e t e n c e s  to 
the e x t e r n a l  e n v i r o n m e n t ,
(6 ) how the c o m p a n y  w i l l  r e m a i n  v iab le ,  and
(7) the c o r p o r a t e  s t r a t e g y  of  the e n t e r p r i s e .
In  o th e r  w o r d s ,  th is  s y s t e m  of d e c i s io n s  is  an  a n a l y t i c a l  co n cep t  tha t  
o f f e r s  a tangib le  and c o n s i s t e n t  way of th inking about ,  def in ing ,  
o p e r a t i o n a l i z in g ,  and r e s e a r c h i n g  c o r p o r a t e  s t r a t e g y .
The d e c i s io n  v a r i a b l e s  tha t  have been  p r e s e n t e d  in th is  f r a m e ­
w o rk  can  be v iewed a s  a h i e r a r c h y .  At the top of the h i e r a r c h y  a r e  
the d e c i s io n s  tha t  d e t e r m i n e  o v e r a l l  c o r p o r a t e  s t r a t e g y .  The 
p a r t i c u l a r  policy  c o m m i t m e n t s  of th is  s t r a t e g y  s e r v e  to c o n s t r a i n  
and give  c o m m o n  p u rp o se  to func t iona l  a r e a  d e c i s io n  m ak in g  th ro u g h  
a s e t  of def inab le  o b je c t iv e s  and g o a l s .  They  a l s o  have the i m p o r t a n t  
p u rp o se  of seek ing  a b a lance  b e tw een  the c h a r a c t e r i s t i c s  of the
67Although the l ab e l  " s t r a t e g i c  d e c i s io n  s y s t e m "  is o r ig in a l ,  
the b a s i c  co ncep t  of a s e t  of d e c i s io n s  tha t  m a k e  up c o r p o r a t e  
s t r a t e g y  m u s t  be c r e d i t e d  to Ka tz .
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e n t e r p r i s e  and the o p p o r tu n i t i e s  and c o n s t r a i n t s  tha t  e x i s t  in the 
e n v i r o n m e n t .
On the s eco n d  le v e l  down in the h i e r a r c h y  a r e  v a r i a b l e s  tha t  
m u s t  be c o n s id e r e d  in o r d e r  to m o s t  e f fec t iv e ly  i m p le m e n t  a c h o s e n  
s t r a t e g y .  Although s u b o rd in a te  to s t r a t e g i c  v a r i a b l e s ,  c l a s s  two 
v a r i a b l e s  a r e  i n t e r a c t in g  with  c l a s s  one v a r i a b l e s  on a con t inuous  
b a s i s  w hen  s t r a t e g i c  d e c i s io n s  a r e  f o r m u l a t e d .  The r e s u l t  of th is  
i n t e r a c t io n  is a " c onnec t ing  l ink"  b e tw een  c o r p o r a t e  s t r a t e g y  and 
the r e m a i n d e r  of the o r g a n iz a t io n  in t e r m s  of a t t a in a b le  o b je c t iv e s  
and g o a ls  tha t  have t r a n s l a t e d  s t r a t e g y  into ac t io n  to be u n d e r t a k e n .
On the nex t  l ev e l  down in the h i e r a r c h y  a r e  d e c i s io n s  in the 
fu nc t iona l  a r e a s  tha t  depend  on inputs  f r o m  o th e r  func t iona l  a r e a s .  
Since  th e se  v a r i a b l e s  exh ib i t  the m u tu a l  d ep e n d e n c y  of func t iona l  
a r e a s ,  they supply  v i t a l  inpu ts  to a g e n e r a l  m a n a g e m e n t  point  of 
v iew  and  to the d e v e lo p m e n t  of s t r a t e g i c  r e l a t i o n s h i p s .  F u r t h e r ­
m o r e ,  they  r e q u i r e  tha t  func t iona l  a r e a s  be d ependen t  on e a c h  o t h e r  
in ac h ie v in g  the c o m m i t m e n t s  s e t  fo r th  by top m a n a g e m e n t .
On the fo u r th  l ev e l  of the h i e r a r c h y  a r e  the func t iona l ly  
independen t  d e c i s io n  v a r i a b l e s .  Although  on the lo w e s t  leve l ,  they  
m u s t  a l s o  be ac ted  upon within  the b o u n d a r i e s  s e t  by s t r a t e g i c  
v a r i a b l e s .  If  not  a c t e d  upon in th is  m a n n e r ,  s u b o p t im a l  a c h i e v e m e n t  
of e n t e r p r i s e  o b je c t iv e s  m a y  r e s u l t .  This  is  b a s i c a l ly  due to the
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n e c e s s i t y  of t h e s e  d e c i s io n s  fo r  con t inued  e v e r y d a y  o p e r a t io n  of the 
e n t e r p r i s e .
F ig u r e  I I -2  is  a m o d e l  of the h i e r a r c h y  ju s t  d i s c u s s e d .  It 
r e p r e s e n t s  a c o n c i s e  p r e s e n t a t i o n  of the h i e r a r c h y ,  t h e i r  r e l a t i o n  to 
one a n o th e r  and to the e n v i r o n m e n t .  The tw o-w ay  r e l a t io n s h ip  
be tw een  s t r a t e g i c  v a r i a b l e s  and the e n v i r o n m e n t  r e c o g n iz e s  tha t  the 
f i r m  can  a t  t i m e s  in f luence  c e r t a i n  happen ings  in the e n v i r o n m e n t .  
The f eed b ack  loop f r o m  m u l t i - f u n c t io n a l  to s t r a t e g i c  v a r i a b l e s  
r e c o g n iz e s  tha t  C 3  v a r i a b l e s  a r e  of ten i m p o r t a n t  inputs  to the 
d e v e lo p m e n t  of s t r a t e g i c  r e l a t i o n s h i p s .  I m p le m e n ta t io n  v a r i a b l e s  
" l in k "  s t r a t e g y  to the r e m a in in g  p a r t s  of  the o rg a n iz a t io n  via 
func t iona l  a r e a  o b j e c t iv e s .  L a s t l y ,  the f e ed b a c k  loop f r o m  ac t io n s  
n e c e s s a r y  to ach iev e  e n t e r p r i s e  o b je c t iv e s  to  s t r a t e g i c  v a r i a b l e s  
r e c o g n iz e s  tha t  a c t io n s  a r e  m o n i t o r e d  to be m e a s u r e d  a g a in s t  
s t r a t e g i c  o b je c t iv e s  ( p e r f o r m a n c e  c r i t e r i a ) .
C h a p te r  S u m m a r y
This  c h a p t e r  w as  in tended  to, f i r s t  of a l l ,  p r e s e n t  a b r i e f  
r ev ie w  of the p r e s c r i p t i v e  and d e s c r i p t i v e  l i t e r a t u r e  in the f ie ld  of 
c o r p o r a t e  s t r a t e g y .  F r o m  th is  r e v i e w  w e r e  found c e r t a i n  w e a k ­
n e s s e s  o r  l im i t a t io n s  in the l i t e r a t u r e  in i ts  p r e s e n t  s tage  of 
d e v e lo p m e n t .  The m o s t  obvious  of th e se  is the l ack  of a c o m p le te  
a n a ly t i c a l  f r a m e w o r k  tha t  ex p la in s  and de f ines  the f o rm u la t io n  and 
im p le m e n ta t io n  of c o r p o r a t e  s t r a t e g y .  Th is  l a c k  has  lef t  the f ie ld
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without  a c l e a r  def in i t ion  of s t r a t e g y  and led  o t h e r s  to def ine  the 
co n c ep t  in t e r m s  of what  is im p o r t a n t .  This  co n fu s io n  h a s  a l s o  been 
a t  l e a s t  p a r t i a l l y  r e s p o n s i b l e  fo r  the l a c k  of  e m p i r i c a l  w o rk  in the 
f ie ld .
In an  a t t e m p t  to he lp  a l l e v ia te  so m e  of the con fus ion ,  th is  
c h a p t e r  i n t ro d u c e d  a t h e o r e t i c a l  f r a m e w o r k  fo r  c o r p o r a t e  s t r a t e g y .  
Inc luded  in the f r a m e w o r k  is  a co n cep t  of c o r p o r a t e  s t r a t e g y  tha t  
e x te n d s  the l i t e r a t u r e  by p lac ing  f in i te  d i m e n s i o n s  on a co n ce p t  
tha t  unt i l  th is  t im e  (with the p o s s ib le  e x c ep t io n  of Katz)  s e e m e d  
e x t r e m e l y  vague .  In add i t ion ,  the f r a m e w o r k  d e p ic t s  the r e l a t i o n ­
sh ip  be tween  the v a r i a b l e s  r e q u i r e d  to f o r m u l a t e  s t r a t e g y ,  i m p l e ­
m e n t  s t r a t e g y ,  and c a r r y  out the m o r e  rou t ine  e v e r y d a y  o p e r a t io n s  
w i th in  a f i r m  tha t  m u s t  be c o n s i s t e n t  with  the s t r a t e g y  of the e n t e r ­
p r i s e  .
In th is  m a n n e r ,  the f r a m e w o r k  has  a l s o  c o n c e p tu a l i z e d  the 
v e r t i c a l  r e l a t i o n s h i p  n e c e s s a r y  to ex p la in  how s t r a t e g y  r e l a t e s  to 
a l l  o t h e r  d e c i s io n s  in the f i r m .  A h o r i z o n ta l  r e l a t i o n s h i p  is a l s o  
d e p ic te d  in the m u l t i - f u n c t io n a l  d e c i s io n s  e x i s t in g  wi th in  the 
fu n c t io n a l  a r e a s .  In this  r e s p e c t ,  the f r a m e w o r k  o f fe r s  a s c h e m e  
tha t  id en t i f ie s  the p a r t s  of an o r g a n iz a t io n  and  t h e i r  i n t e r r e l a t i o n ­
sh ip s  (on both h o r iz o n ta l  and v e r t i c a l  d i m e n s io n s )  th ro u g h  a 
h i e r a r c h y  o r  typology of d e c i s io n s  which r e p r e s e n t s  a log ica l  
s t a r t i n g  point fo r  any type of o r g a n iz a t io n a l  a n a l y s i s .
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In o r d e r  to fu l ly  d eve lop  th is  t h e o r e t i c a l  f r a m e w o r k ,  the 
nex t  two c h a p t e r s  of the d i s s e r t a t i o n  w il l  d i s c u s s  in g r e a t e r  d e ta i l  
the f i r s t  th re e  c l a s s e s  of d e c i s io n  v a r i a b l e s  p r e s e n t e d  in F ig u r e  
I I - 1. The f i r s t  of  th ese  ( C h a p te r  III) has  the p u r p o s e  of, f i r s t  of  
a l l ,  def in ing s t r a t e g i c  v a r i a b l e s ,  t h e i r  r e l a t io n  to the e n v i r o n m e n t ,  
and  to a l l  o t h e r  d e c i s io n s  in the f i r m .  Secondly ,  the c h a p t e r  w il l  
d i s c u s s  the v a r i a b l e s  tha t  a r e  inc luded  as  im p le m e n ta t io n  d e c i s io n s  
and the r e l a t io n  they  have to s t r a t e g i c  and o p e ra t in g  d e c i s io n s .  In 
o th e r  w o r d s ,  the n e x t  c h a p t e r  fo c u se s  on the d e c i s io n s  tha t  def ine  
the f o rm u la t io n  and i m p l e m e n ta t io n  of c o r p o r a t e  s t r a t e g y .
CHAPTER III
THE STR A TE G IC  PROCESS
The p re v io u s  c h a p t e r  s e t  the s tag e  f o r  d e v e lo p m e n t  of a 
t h e o r e t i c a l  f r a m e w o r k  fo r  c o r p o r a t e  s t r a t e g y  by b r ie f ly  in t ro d u c in g  
a c o n ce p tu a l  m o d e l  of e n t e r p r i s e  d e c i s io n  m a k in g .  In a m a n n e r  c o n ­
s i s t e n t  w ith  a g e n e r a l  m a n a g e m e n t  p e r s p e c t i v e ,  th is  c h a p t e r  w il l  
d i s c u s s  the v a r i a b l e s  tha t  a r e  o f  f o r e m o s t  c o n c e r n  to ch ie f  
e x e c u t iv e s .  T h a t  i s ,  top m a n a g e m e n t ' s  c o n c e r n  should ,  fo r  the 
m o s t  p a r t ,  focus  on the C j  v a r i a b l e s  tha t  def ine  the b a s ic  r e l a t i o n ­
sh ip  be tw een  the f i r m  and its e n v i r o n m e n t ,  and the v a r i a b l e s  tha t  
s e r v e  to " l in k "  o v e r a l l  s t r a t e g y  to a c tu a l  o p e r a t i n g  a c t i v i t i e s  of the 
f i r m .  The s e t  of C j  v a r i a b l e s  w e r e  r e f e r r e d  to p r e v i o u s l y  a s  the 
" s t r a t e g i c  d e c i s io n  s y s t e m .  " The s e t  of C 2  v a r i a b l e s  w il l  be 
r e f e r r e d  to a s  the " s t r a t e g i c  a p p a r a t u s . "  When c o m b in ed  ( i . e . ,  
s t r a t e g i c  d e c i s io n  s y s t e m  + s t r a t e g i c  a p p a r a t u s )  o r  added ,  they  
e q u a l  a concep t  of c o r p o r a t e  s t r a t e g y  tha t  w i l l  be r e f e r r e d  to as  the 
" s t r a t e g i c  p r o c e s s .  " The f i r s t  p a r t  of th is  c h a p t e r  w i l l  focus  on 
v a r io u s  a s p e c t s  r e l a t e d  to the f i r s t  e l e m e n t  of th is  e q u a t i o n - - t h e  
s t r a t e g i c  d e c i s io n  s y s t e m .
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S t r a t e g i c  D e c is io n s  Defined 
Inc luded  in the c o n ce p tu a l  m o d e l  of e n t e r p r i s e  d e c i s io n  
m ak in g  (F ig u re  I I - 1) a r e  five s t r a t e g i c  o r  C j  v a r i a b l e s .  B e fo re  
p ro c e ed in g  f u r t h e r ,  d e s c r i p t i o n s  of what  is  m e a n t  by e a c h  s t r a t e g i c  
d e c i s io n  v a r i a b l e  w il l  be p r e s e n t e d .  T h e se  d e s c r i p t i o n s  a r e  a s  
fo l low s:
P e r f o r m a n c e  C r i t e r i a - - r e f e r s  to the o b je c t iv e ( s )  the f i r m  is
a t t e m p t in g  to ach ieve  when fo rm u la t in g  c o r p o r a t e  s t r a t e g y .  
T h e se  c r i t e r i a  m a y  f i r s t  be s ta t e d  in b ro ad  t e r m s  and then  
as  m o r e  spec i f ic  goals  tha t  m u s t  be r e a c h e d  to a t t a in  the 
o v e r a l l  o b je c t iv e s  (or  p e r f o r m a n c e  c r i t e r i a )  tha t  have been 
se t .
P r o d u c t  M i x - - r e f e r s  to the m ix  of p ro d u c t s  h and led  by the e n t e r ­
p r i s e ,  the n u m b e r  of p ro d u c t s  inc luded  in e a c h  l ine ,  and,  to 
so m e  e x te n t ,  the c h a r a c t e r i s t i c s  of the p ro d u c t s  tha t  s e r v e  
to d i f f e r e n t i a t e  th e m  f r o m  o t h e r s .  D e c i s io n s  r e g a r d i n g  new 
p ro d u c t  d ev e lo p m e n t ,  p lanned p ro d u c t  o b s o l e s c e n c e /  
innova t ion ,  and p ro d u c t  e l im in a t io n  a l s o  fa l l  u n d e r  the 
p u rv iew  of  th is  s t r a t e g i c  v a r i a b l e .
C u s t o m e r  M i x - - r e f e r s  to the c u s t o m e r s  s e r v e d  by the m ix  and  line 
of p r o d u c t s  the com pany  h an d le s .  R e c u r r i n g  d e c i s io n s  on 
which new m a r k e t s  to e n t e r ,  which s e g m e n ts  of the m a r k e t
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to c o n c e n t r a t e  on, and the am o u n t  of e m p h a s i s  to p lace  on the 
v a r io u s  m a r k e t s  s e r v e d  m u s t  be f aced  by top m a n a g e m e n t .  
D i f f e r e n t i a l  A d v a n t a g e - - r e f e r s  to the b a s i s  upon w hich  the com p an y  
has  c h o sen  to c o m p e te .  Ident ify ing  the s t r e n g t h s  tha t  a r e  
i n h e r e n t  in the e n t e r p r i s e  o r  tha t  m u s t  be d eve loped  to a t t a in  
a c o m p e t i t iv e  edge is the r a i s o n  d ' e t r e  fo r  th is  s t r a t e g i c  
v a r i a b l e .
G eo g ra p h ic  C o n c e n t r a t i o n - - r e f e r s  to the g eo g ra p h ic  l im i t s  the 
c om pany  has  p laced  on the m a r k e t s  i t  w i l l  s e r v e ,  i . e .  , 
w h e th e r  i t  wi l l  c o m p e te  on a loca l ,  s t a t e ,  r e g io n a l ,  n a t io n a l ,  
o r  m u l t i - n a t i o n a l  b a s i s .
An i m p o r t a n t  funct ion  of s t r a t e g i c  v a r i a b l e s  is to define the 
b a s ic  r e l a t i o n s h i p  b e tw een  the f i r m  and its  e n v i r o n m e n t .  A ch iev ing  
th is  r e l a t io n s h ip  r e q u i r e s  m a n y  lo w er  o r d e r  d e c i s io n s  to be m a d e .
A second  funct ion ,  then ,  is to c o n s t r a i n  and give c o m m o n  p u rp o se  to 
th ese  su b se q u e n t  o r d e r  d e c i s io n s  tha t  c o n c e r n  the im p le m e n ta t i o n  of 
s t r a t e g i c  c h o ic e s  and r e q u i r e  the a c t i v i t i e s  of v a r i o u s  func t iona l  o r  
t a s k  a r e a s  of the f i r m  ( e . g . ,  p ro d u c t io n ,  m a r k e t i n g ,  f ina nce ,  
r e s e a r c h  and d e v e lo p m e n t ,  and e n g in e e r in g ) .  H o w e v e r ,  im p o r t a n t  
d e c i s io n s  c o n c e rn in g  th e se  a c t i v i t i e s  should  not be con fused  with the 
h ig h e s t  o r d e r  s t r a t e g i c  d e c i s io n s  which  supply  the d i r e c t io n  fo r  the 
e n t e r p r i s e  by def ining the f i r m ' s  s t r a t e g y .
51
The s p e c i f i c s  of the s t r a t e g i c  d e c i s io n s  ju s t  d e s c r i b e d  m u s t  
be d e t e r m i n e d  w i th  a g e n e r a l  m a n a g e m e n t  p e r s p e c t i v e  fo r  r e s u l t s  to 
a p p r o a c h  o p t im a l i ty .  In o t h e r  w o r d s ,  when d e c i s io n s  a r e  m a d e  on 
th e se  v a r i a b l e s ,  top m a n a g e m e n t  m u s t  c o n s i d e r  a l l  the fu n c t io n a l  o r  
t a s k  a r e a s  of the f i r m ,  as  w el l  a s  the i n t e r d e p e n d e n c i e s  tha t  e x i s t  
be tw een  a r e a s  in o r d e r  to a s s e s s  i n t e r n a l  s t r e n g t h s  and w e a k n e s s e s .  
In add i t ion ,  a c a r e f u l  a s s e s s m e n t  of the e n v i r o n m e n t  is n e c e s s a r y  in 
o r d e r  to m a t c h  the i n t e r n a l  s t r e n g t h s  and w e a k n e s s e s  of the f i r m  
w ith  e n v i r o n m e n ta l  o p p o r tu n i t i e s  and c o n s t r a i n t s .  The r e s u l t  of 
m ak ing  e a c h  s t r a t e g i c  d e c i s io n  in th is  m a n n e r  is  a f o r m u l a t e d  
s t r a t e g y  th a t  has  the g r e a t e s t  po ten t ia l  of a t t a in in g  a b a lan ce d  
s i tu a t io n  be tw een  the f i r m  and i t s  e n v i r o n m e n t .
The s i tu a t io n  ju s t  d e s c r i b e d  i s  d ep ic ted  in a s im p l i f i e d  
m a n n e r  in F i g u r e  111-1. The m o d e l  shows the b a l a n c e d  s ta t e  being 
a c h ie v e d  by m a tc h in g  e n v i r o n m e n t a l  f o r c e s  (o p p o r tu n i t i e s  and c o n ­
s t r a i n t s )  w i th  i n t e r n a l  f o r c e s  ( s t r e n g th s  and w e a k n e s s e s  of the f i r m ) .  
In o r d e r  to ba lance  th e se  f o r c e s ,  top m a n a g e m e n t  m a y  have  to s e e k  
new  o p p o r tu n i t i e s  f o r  the f i r m  ( e . g . ,  new p r o d u c t s  to m a n u f a c t u r e ,  
m a r k e t s  to e n t e r ,  o r  c u s t o m e r s  to c o n c e n t r a t e  on),  d ev e lo p  i n t e r n a l  
s t r e n g t h s  ( e . g . ,  a h ighly t r a in e d  s a l e s  f o r c e  o r  e n g i n e e r i n g  d e p a r t ­
m en t ) ,  r e d u c e  w e a k n e s s e s  ( e . g . ,  r e p l a c e  o b s o le te  e q u ip m e n t  with 
m o r e  e f f ic ie n t  m o d e r n  ty p es ) ,  o r  a t t e m p t  to e l i m i n a t e  c e r t a i n  c o n ­
s t r a i n t s  tha t  e x i s t  in the e n v i r o n m e n t  ( e .g .  , m o v e  in to  g e o g r a p h ic a l
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FIGURE III- 1
C O R P O R A T E  S TR A TE G Y : 
SEEKING A BALANCE B E T W E E N  FO RC ES
The E n v i r o n m e n t The F i r m
O p p o r tu n i t i e s S t re n g th s
W e a k n e s s e sC o n s t r a i n t s
C o r p o r a t e  S t r a t e g y  
S eeks  A B a lanc e  
B etw een  The F i r m  
And I ts  E n v i r o n m e n t*
*The ba lance  can  be ach ie v ed  by m a tc h in g  the r e s u l t a n t  fo rce  of 
o p p o r tu n i t i e s  and c o n s t r a i n t s  in the e n v i r o n m e n t  w ith  the r e s u l t a n t  
f o rc e  of s t r e n g t h s  and w e a k n e s s e s  with in  the f i r m ,  i . e .  , by moving  
the f u lc ru m .  The b a lan ce  can a l s o  be ach ie v ed  by a l t e r in g  the 
m ag n i tu d e  of the ind iv idua l  f o r c e s .
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a r e a s  c l o s e r  to r a w  m a t e r i a l  s o u r c e s  o r  w h e r e  m a j o r  c o m p e t i t o r s  
a r e  no t  as  s t ro n g ) .
It  is  a l s o  p o s s ib le  th a t  a m a tc h in g  o r  b a la n ce d  s i tu a t io n  can  
be a c h i e v e d  without  any  s u b s t a n t i a l  ch a n g es  r e q u i r e d .  The a m o u n t  
of change  n e c e s s a r y  is  depen d en t  on the d i f f e r e n c e  b e tw een  the 
p r e s e n t  s t r a t e g i c  p o s tu r e  of the f i r m  and the s t r a t e g y  r e q u i r e d  to 
a t t a i n  the b a la n c e ,  i . e .  , the g r e a t e r  the d i f f e r e n c e  the g r e a t e r  the 
d e m a n d  f o r  a l t e r a t i o n s  in the m a g n i tu d e s  of the f o r c e s .
I t  shou ld  be m a d e  c l e a r  th a t  the five C j  d e c i s io n s  tha t  r e l a t e  
the e n t e r p r i s e  to i ts  e n v i r o n m e n t  a r e  in a c tu a l i ty  an  in t e rd e p e n d e n t  
m i x  of v a r i a b l e s .  T h a t  i s ,  d e c i s io n s  involv ing one v a r i a b l e  a r e  
of ten d ep en d en t  on d e c i s io n s  on one o r  m o r e  of the o t h e r  s t r a t e g i c  
v a r i a b l e s .  F o r  e x a m p l e ,  p ro d u c t  m i x  d e p en d s  on the types  and 
c h a r a c t e r i s t i c s  of the c u s t o m e r s  and m a r k e t s  p r e s e n t l y  s e r v e d ,  a s  
w e l l  a s  the d i f f e r e n t i a l  ad v an tag e  the co m p an y  has  e s t a b l i s h e d .  H ow ­
e v e r ,  f o r  p u r p o s e s  of e nhanc ing  a n a l y s i s  and l e s s e n i n g  con fus ion ,  
they  w i l l  be t r e a t e d  s e p a r a t e l y  th ro u g h o u t  m o s t  of th is  p a p e r .
In o r d e r  to m a k e  s t r a t e g i c  d e c i s io n s  r e q u i r e s  tha t  top 
m a n a g e m e n t  r e c e i v e  i n fo r m a t io n  c o n c e r n in g  the f i r m  and it s  
e n v i r o n m e n t .  If  s t r a t e g i c  d e c i s io n s  a r e  then  looked a t  in t e r m s  of 
fu n c t io n a l  r e l a t i o n s h i p s ,  i t  can  f u r t h e r  be sa id  tha t  the independen t  
v a r i a b l e s  in the s t r a t e g i c  r e l a t i o n s h i p s  a r e  c o m p o s e d  of endogenous  
v a r i a b l e s  ( those  in dependen t  v a r i a b l e s  o r  i n fo rm a t io n  inputs  tha t
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o r ig in a t e  in s ide  the f i r m )  and exogenous  v a r i a b l e s  (those ind ep en d en t  
v a r i a b l e s  o r  in fo r m a t io n  inputs  o r ig in a t in g  in the e n v i r o n m e n t ) .
Endogenous  v a r i a b l e s  inc lude  c o m p a n y  and fu nc t iona l  a r e a  
c h a r a c t e r i s t i c s  tha t  b e a r  upon the p a r t i c u l a r  s t r a t e g i c  d e c i s io n .  
E x a m p l e s  of th e se  i n f o r m a t i o n  inputs  would inc lude  p r e s e n t  p r o d u c t  
c h a r a c t e r i s t i c s ,  p ro d u c t  d e s ig n  c a p a b i l i t i e s ,  i n t e r n a l  f inanc ing  
c a p a b i l i t i e s ,  p r e s e n t  and p a s t  r a t e s  of g ro w th ,  and so  on.  F o r  
p u r p o s e s  of ana ly z in g  exogenous  i n fo r m a t io n ,  i t  is  u s e fu l  to th ink  
of the e n v i r o n m e n t  in t e r m s  of fo u r  s e c t o r s :  e c o n o m ic ,  t e c h n o lo g i ­
c a l ,  p o l i t i c a l - l e g a l ,  and  s o c i o - c u l t u r a l .  * S o m e  of the m o r e  obvious  
e x a m p l e s  of e n v i r o n m e n t a l  i n fo r m a t io n  would p e r t a i n  to the t e c h n o ­
lo g ic a l  and p o l i t i c a l - l e g a l  s e c t o r s  in f luenc ing  the p r o d u c t  m ix  
d e c i s io n  and the s o c i o - c u l t u r a l  e n v i r o n m e n t  in f luenc ing  the c u s t o m e r  
m i x  d e c i s io n .  I n fo r m a t io n  p e r t a in in g  to the e c o n o m ic  e n v i r o n m e n t  
would inc lude  the n a t u r e  and types  of c o m p e t i t i o n ,  m a r k e t  t r e n d s ,  
and g e n e r a l  e co n o m ic  c o n d i t io n s ,  to m e n t io n  ju s t  a few.
Both  the endogenous  and e x o g en o u s  e x a m p l e s  of i n fo r m a t io n  
c i t e d  above can  a l s o  be thought  of a s  f o r c e s  tha t  in f luence  s t r a t e g i c  
c h o ic e s .  S o c ia l  r e s p o n s i b i l i t y  i s s u e s ,  su c h  as  p o v e r ty  and c iv i l  
r i g h t s ,  e co logy ,  and c o n s u m e r i s m  a r e  s i m i l a r  e x a m p l e s  of  such
*In a c tu a l i ty ,  th e se  s e c t o r s  a r e  i n t e r r e l a t e d .
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f o r c e s  o r  in fo r m a t io n  in p u ts .  ^ Choice  on the c o n te n t  of  e v e r y  
s t r a t e g i c  d e c i s io n  i s  m a d e  in l igh t  of  the po s i t io n  tha t  top m a n a g e -  
m e n t  has  t ak en  on i t s  ob l iga t ion  to s o c ie ty .  The s o c i a l  r e s p o n s i ­
b i l i ty  i s s u e  c a n  be thought  of a s  p e r m e a t i n g  the e n t i r e  m i x  of  
s t r a t e g i c  v a r i a b l e s  i n s t e a d  of a s ing le  def ined  c o m m i t m e n t  in i t s e l f .  
The p a r t i c u l a r  po s i t io n  top m a n a g e m e n t  takes  on s u c h  i s s u e s  d e ­
p ends  on the e n t e r p r i s e ' s  ph i losophy  (which is in f luenc ed  g r e a t l y  by 
top m a n a g e m e n t ) ,  o p e r a t i o n s ,  and e n v i r o n m e n t .  ^ T h is  po s i t io n  w il l  
then d e t e r m i n e  the e x ten t  to which  s o c i a l  r e s p o n s i b i l i t y  w i l l  in f luence  
d e c i s io n s  c o n c e r n in g  s t r a t e g i c  v a r i a b l e s .
In t r e a t i n g  c e r t a i n  a s p e c t s  r e l a t e d  to  the s t r a t e g i c  d e c i s io n  
s y s t e m  so  f a r ,  the focus  has  been  on o p p o r tu n i t i e s  and  c o n s t r a i n t s  
e x i s t in g  in the e n v i r o n m e n t  and the i n t e r n a l  s t r e n g t h s  and w e a k ­
n e s s e s  of the f i r m .  A  t h i r d  i m p o r t a n t  f a c t o r  th a t  c a n  in f luence  the 
ou tpu t  of s t r a t e g i c  d e c i s io n s  is  the v a lu e s  and a s p i r a t i o n s  of top 
m a n a g e m e n t .  ® T h is  va lue  s t r u c t u r e  p e r m e a t e s  the  e n t i r e  s t r a t e g i c
^ T h e s e  i s s u e s  a l s o  fa l l  in to  the c a t e g o r y  of  exog en o u s  
i n fo r m a t io n  o r  f o r c e s .  Al though they  a c tu a l ly  e x i s t  in  one o r  m o r e  
of  the s e g m e n t s  of the e n v i r o n m e n t ,  f o r  p u r p o s e s  of c o n ce p tu a l i z in g  
i t  m a y  be b e t t e r  to th ink  of t h e m  a s  e x i s t in g  in a s e g m e n t  of  t h e i r  
own.
^This  is  the "what  the f i r m  should  d o " co m p o n e n t  of the 
L e a r n e d  e t  a l .  s c h e m e .
4F r e d  Lu thans  and R ic h a r d  M. H odge t t s ,  S o c ia l  I s s u e s  in  
B u s i n e s s  (New Y ork :  The M a c m i l l a n  C o . , 1972), p.  264.
^This  is  the "what  the f i r m  w an ts  to d o " co m p o n e n t  of the 
L e a r n e d  e t  a l .  s c h e m e .
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d e c i s io n  s y s t e m .  D e c i s io n s  m a d e  by top m a n a g e m e n t  r e f l e c t  
p e r s o n a l  p r e f e r e n c e s  a c q u i r e d  e a r l y  in life a s  the r e s u l t  of the 
" i n t e r p l a y  of w hat  he l e a r n e d  f r o m  those  who r e a r e d  h im ,  and  of 
h is  p a r t i c u l a r  in d iv idua l i ty  and ' t i m e s .  In o th e r  w o r d s ,  " p e r s o n a l  
v a lu e s  of  top m a n a g e m e n t  a r e  an  i n t e g r a l  co m p o n e n t  of s t r a t e g i c  
d e c i s io n s .
A  M ode l  of the S t r a t e g i c  D ec is io n  S y s t e m  
and R e la te d  E l e m e n t s
A m o d e l  of the s t r a t e g i c  d e c i s io n  s y s t e m  and r e l a t e d  a s p e c t s  
d i s c u s s e d  p r e v i o u s l y  i s  d e p ic t e d  in F i g u r e  111-2. The m o d e l  s u m s  
up the e l e m e n t s  r e q u i r e d  to m a k e  s t r a t e g i c  c h o ic e s .  Since s t r a t e g i c  
c h o ic e s  def ine  the f i r m ' s  s t r a t e g y ,  the f igu re  is  a l s o  a m o d e l  of 
s t r a t e g y  f o r m u l a t i o n  and inc ludes  (a) a s e t  of s t r a t e g i c  d e c i s io n s ,
(b) the e x t e r n a l  and i n t e r n a l  i n fo r m a t io n  n e c e s s a r y  to m a k e  those  
d e c i s i o n s ,  (c) the s t r a t e g i c  d e c i s io n  m a k e r s ,  and (d) the f r e q u e n c y  
with  w h ich  s t r a t e g i c  d e c i s io n s  a r e  (o r  c o r p o r a t e  s t r a t e g y  is)  r e ­
e v a lu a te d .  It  is  the output  of this  p r o c e s s  tha t  a t t e m p t s  to s e e k  a
^ W il l i a m  D. Guth and R en a to  T a g u i r i ,  " P e r s o n a l  V a lues  and  
C o r p o r a t e  S t r a t e g y ,  " H a r v a r d  B u s in e s s  R e v ie w , XL11I ( S e p te m b e r -  
O c to b e r ,  1965), p. 125.
7
R o b e r t  C. S h i r l e y ,  "The  In f luence  of P e r s o n a l  V alues  on 
C o r p o r a t e  S t r a t e g y , "  in C u r r e n t  C oncep ts  in M a n a g e m e n t , ed .  by
O. J e f f  H a r r i s  (Baton Rouge:  D iv is ion  of R e s e a r c h ,  Col lege of 
B u s i n e s s  A d m i n i s t r a t i o n ,  L o u is ian a  State  U n iv e r s i t y ,  1972), p. 8.
57
FIGURE I I I - 2 
A MODEL O F  STR A TEG Y  FORMULATION
S t ra t e g i c
D e c i s io n
S y s t e m
C o r p o r a t e
S t r a t e g yEndogenous
I n fo rm a t io n
Exogenous
I n fo rm a t io n
R e - e v a lu a t io n  
F  req u e n c y
S t r a t e g i c  
D ec is io n  
Make r s
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b a lan ce  be tw een  e n v i r o n m e n ta l  and f i r m  f o r c e s  d i s c u s s e d  p r e v io u s ly  
w ith  the he lp  of F i g u r e  I I - 1.
One e l e m e n t  of the p r o c e s s  involves  ob ta in ing  exogenous  
in fo r m a t io n  on the f o r c e s  th a t  e x i s t  in the e n v i r o n m e n t  and 
endogenous  i n fo rm a t io n  on the f o r c e s  tha t  e x i s t  in the f i r m .
Im p l i c i t  in the e l e m e n t  tha t  in c lu d es  the s t r a t e g i c  d e c i s io n  m a k e r s  
is the in f luence  of the p e r s o n a l  va lues  of  the people  tha t  p e r f o r m  
th is  ta sk .  The r e - e v a l u a t i o n  o r  fee d b ac k  loop adds  a d y n am ic  and 
r e a l i s t i c  d im e n s io n  to the p r o c e s s .  Th is  d im e n s io n  a t t e m p t s  to 
a s s u r e  tha t  c o r p o r a t e  s t r a t e g y  r e m a i n s  c o n s i s t e n t  w ith  changing  
e n v i r o n m e n ta l  and f i r m  f o r c e s .
The d i s c u s s io n  to th is  point in the c h a p t e r  h a s  a t t e m p te d  to
d e l in e a te  the im p o r t a n t  f o r c e s  ( e n v i ro n m e n ta l ,  f i r m ,  and value
s t r u c t u r e  of top m a n a g e m e n t )  that  in f luence  the s t r a t e g i c  d e c i s io n
s y s t e m  and the p r o c e s s  of  fo rm u la t in g  s t r a t e g y .  The focus  of the
nex t  few pages  wil l  be on how the f i r m  ob ta ins  in fo r m a t io n  on th e se
o
in f luences  o r  f o r c e s .  It should  be e m p h a s i z e d  tha t  t h e s e  inputs  
(plus the p a r t i c u l a r  p r e f e r e n c e s  of top m a n a g e m e n t )  a r e  the m a j o r  
f a c t o r s  con t r ib u t in g  to s t r a t e g i c  ch o ices  and the d e s t in y  of the f i r m .
Q
The v a r io u s  m e th o d s  and p r o c e d u r e s  o f fe re d  in th is  c h a p t e r  
a r e  only p o ss ib le  g u id e l in es  tha t  e x e m p l i fy  how c e r t a i n  t a s k s  
(such as  ob ta in ing  exogenous  and endogenous  in fo rm a t io n )  could be 
p e r f o r m e d .
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B e fo re  p ro c e e d in g  to a d i s c u s s i o n  p e r t a in in g  to e n v i r o n m e n ta l  
i n fo r m a t io n ,  i t should  be n o ted  tha t  c e r t a i n  a s p e c t s  o r  f o r c e s  in the 
e n v i r o n m e n t  no t  only in f lu en ce ,  but can  be in f lu en c ed  (at l e a s t  to 
so m e  d e g r e e )  by the f i r m .  This  is  m o r e  t ru e  of  v a r i a b l e s  o r  f o r c e s  
e x i s t in g - in  so m e  s e g m e n t s  of the e n v i r o n m e n t  th an  in o t h e r s .  F o r  
e x a m p l e ,  f i r m s  can  and  have  taken  s te p s  and a t t e m p t e d  to r e s o l v e  
so m e  of the i s s u e s  (that  have in f luenced  f i r m  o p e r a t i o n s )  con ta ined  
in eco logy ,  c o n s u m e r i s m ,  and p o v e r ty  and c iv i l  r i g h t s .  F u r t h e r ­
m o r e ,  f i r m s  can  and  have in f luenced  the t e c h n o lo g ic a l  e n v i r o n m e n t  
th ro u g h  r e s e a r c h  and d ev e lo p m e n t  and the ad v en t  of new p r o c e s s e s ,  
m a t e r i a l s ,  and p ro d u c t io n  t e c h n iq u e s .  S i m i l a r  e x a m p l e s  can  be 
found in tha t  p o r t io n  of the e c o n o m ic  s e c t o r  th a t  i n c lu d es  c o m p e t i t io n ,  
m a r k e t  t r e n d s ,  s u p p l i e r  c h a r a c t e r i s t i c s ,  and the l ike .
The no t ion  tha t  f i r m s  do have so m e  in f luence  o r  c o n t r o l  o v e r  
e n v i r o n m e n t a l  f o r c e s  l e a d s  one to the c o n c lu s io n  th a t  the d e g r e e  of 
c o n t r o l  is  m e a s u r e d  on a c o n t i n u u m - - f r o m  z e r o  c o n t r o l  to c o m p le te  
c o n t r o l  o v e r  an  e n v i r o n m e n t a l  v a r i a b l e .  It is quite  obvious  tha t  v e r y  
few e n v i r o n m e n ta l  v a r i a b l e s  a r e  u n d e r  the c o m p le te  c o n t r o l  of a 
f i r m .  The a i m ,  h o w e v e r ,  is to s e e k  e n v i r o n m e n ta l  i n fo r m a t io n  fo r  
the p u r p o s e  of i n c r e a s i n g  the d e g r e e  of c o n t r o l  tha t  a f i r m  h a s  o v e r  
th e se  v a r i a b l e s .  "The  e s s e n t i a l  point is th i s :  the m o r e  in fo r m a t io n
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a f i r m  ga ins  about  an  e n v i r o n m e n t a l  v a r i a b l e  the g r e a t e r  the d e g r e e  
of ' c o n t r o l '  w h ich  the f i r m  has  o v e r  the s a m e  v a r i a b l e .
M o n i to r in g  E n v i r o n m e n t a l  F o r c e s  
One way tha t  a f i r m  ob ta in s  i n fo r m a t io n  about  e n v i r o n m e n ta l  
f o r c e s  i s  via e n v i r o n m e n ta l  r e s e a r c h .  The v a r i o u s  types  and focus  
of th ese  r e s e a r c h  e f fo r t s  w i l l  v a r y  a c c o r d in g  to the d e g r e e  of im p a c t  
tha t  c e r t a i n  f o r c e s  have  on the co m p an y .  H o w e v e r ,  t h e r e  s e e m s  
to e x i s t  a n u m b e r  of p o p u la r  r e s e a r c h  o r  f o r e c a s t i n g  f o r m s  that  
p e r m i t  f i r m s  to r e s e a r c h  the four  e n v i r o n m e n t a l  s e c t o r s .  The m o s t  
of ten m e n t io n e d  a r e  e c o n o m ic  and te c h n o lo g ic a l  f o r e c a s t i n g .  ^  The 
f o r m e r  c o n c e r n s  i t s e l f  with  m a c r o - e c o n o m i c  f o r c e s ,  such  a s  g r o s s
^ R o b e r t  C. S h i r l e y ,  .Adel I . E l - A n s a r y ,  and  M ic h a e l  H. 
P e t e r s ,  The Study of  S t r a t e g y  and P o l i c y  F o r m a t i o n : A M u l t i -  
F u n c t io n a l  O r ie n ta t io n  (unpubl ished  m a n u s c r i p t ) ,  p.  20.
^ F o r  e m p i r i c a l  w o r k  tha t  i n c lu d es  how m a n a g e r s  a c tu a l ly  
ob ta ined  e x t e r n a l  in fo r m a t io n ,  s e e  F r a n c i s  J o s e p h  A g u i l a r ,  Scanning  
the B u s i n e s s  E n v i r o n m e n t  (New Y ork :  The M a c m i l l a n  C o . ,  1967), 
pp. 98 -117 .
^ G e o r g e  A. S t e in e r ,  Top M a n a g e m e n t  P lann ing  (London: 
C o l l i e r - M a c m i l l a n  L im i t e d ,  1969), p. 205, s t a t e s  that ,  "It  would 
s e e m  va luab le  f o r  e v e r y  com p an y ,  l a r g e  and s m a l l ,  to d e t e r m in e  
s y s t e m a t i c a l l y  which  f o r c e s ,  e x t e r n a l  a s  wel l  a s  i n t e r n a l ,  have  a 
h igh p ro b a b i l i ty  of h igh im p a c t ,  good o r  bad,  on the c o m p an y .  "
12S ee ,  fo r  e x a m p le ,  S te in e r ,  Top  M a n a g e m e n t  P l a n n in g , 
pp. 197-223 and pp. 658-98 .  A l s o ,  W i l l i a m  H. N ew m an  and J a m e s  
P .  Logan,  S t r a t e g y , P o l i c y , and  C e n t r a l  M a n a g e m e n t  (6th ed.  ; 
Chicago:  S o u t h - W e s t e r n  P u b l i sh in g  Co. , 1971), pp. 22-26 .
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n a t i o n a l  p ro d u c t ,  d i sp o s a b le  p e r s o n a l  in co m e ,  in v e n to ry  a c c u m u l a ­
t ion  in the e c o n o m y ,  a s  w e l l  as  c a p i t a l  and m o n e y  m a r k e t  s i t u a t io n s .  
The l a t t e r  f o r m  fo c u se s  on d e s c r i p t i o n  o r  p r e d i c t io n  of f o r e s e e a b l e  
in v e n t io n s ,  spe c i f i c  s c ie n t i f i c  r e f i n e m e n t s ,  o r  l ik e ly  s c ie n t i f i c
d i s c o v e r i e s  that  p r o m i s e  to s e r v e  so m e  u se fu l  func t ion  to the f i r m
1 ^and  i t s  c u s t o m e r s .
In add i t ion  to the a f o r e m e n t i o n e d ,  a n o t h e r  b a s ic  f o r m  of 
e n v i r o n m e n t a l  r e s e a r c h  is  m a r k e t  r e s e a r c h . In  m o s t  c a s e s ,  th is  
r e s e a r c h  f o c u s e s  on m a r k e t  and c u s t o m e r  c h a r a c t e r i s t i c s ,  
c o m p e t i t o r  s t r e n g t h s  and  w e a k n e s s e s ,  and g e n e r a l  m a r k e t  t r e n d s  
w h ich  a r e  c o m p r i s e d  of f o r c e s  tha t  can  have  s u b s t a n t i a l  in f luence  on 
c o m p a n y  s a l e s .  14 By a l s o  fo cu s in g  on d e m o g r a p h ic  a s p e c t s  of the 
m a r k e t ,  c o n s u m e r  b e h a v io r ,  and o t h e r  s i m i l a r  p h e n o m e n a ,  th is  
f o r m  of r e s e a r c h  a n a ly z e s  the s o c ia l  s e c t o r  of the e n v i r o n m e n t ,  
a s  w e l l  a s  co m p e t i t iv e  and m a r k e t  d im e n s io n s .
A  fo u r th  type of  r e s e a r c h  (p o l i t i c a l - lega l )  f o c u s e s  on 
f o r c e s ,  such  as  g o v e r n m e n t  r e g u la t io n s  and p o l i t i c a l  d e v e lo p m e n t s ,  
t h a t  m a y  inf luence  a  f i r m ' s  o p e r a t i o n s .  Al though th is  s e c t o r  has  
ty p i c a l ly  been  looked upon as  c o n s i s t in g  of m a in ly  c o n s t r a i n t s ,  i t
l ^ R o b e r t  W. P r e h o d a ,  D es ign ing  the F u t u r e : The Role of 
T e c h n o lo g ic a l  F o r e c a s t i n g  (P h i l a d e lp h ia :  Chi l ton  Book Co. , 1966), 
p. 12.
*4See S te in e r ,  Top M a n a g e m e n t  P lan n in g ,  pp. 538 -41 ,  fo r  a 
top m a n a g e m e n t  view of m a r k e t  r e s e a r c h .
62
m a y  a l s o  p r e s e n t  o p p o r tu n i t i e s  f o r  p a r t i c u l a r  f i r m s .  F o r  e x a m p le ,  
the e n a c t m e n t  of a law  tha t  is  in the f o r m  of a c o n s t r a i n t  f o r  one 
f i r m  m a y  be an  o p p o r tu n i ty  fo r  a n o th e r ,  as  h a s  been  the c a s e  in 
r e c e n t  t i m e s  with  po l lu t ion  c o n t r o l  laws  and po l lu t ion  a b a t e m e n t  
e q u ip m e n t .
The p r e v i o u s l y  m e n t io n e d  f o r m s  of r e s e a r c h  r e s u l t  in the 
d e t e r m i n a t i o n  of e n v i r o n m e n ta l  f o r c e s  in the f o r m  of o p p o r tu n i t i e s  
and c o n s t r a i n t s  f o r  the f i r m .  The exogenous  i n fo r m a t io n  c o n c e rn in g  
th e se  f o r c e s  i s  a p o r t i o n  of the inputs  n e ed ed  to m a k e  the five 
s t r a t e g i c  d e c i s io n s  d i s c u s s e d  a t  the beg inn ing  of th is  c h a p t e r .  
W h e th e r  th is  in fo r m a t io n  is ob ta ined  by f o r m a l  m e th o d s ,  su c h  as  
th o se  m e n t io n e d ,  o r  by m o r e  i n f o r m a l  m e th o d s  only r e f l e c t s  the 
d e g r e e  of s o p h i s t i c a t i o n  tha t  a p a r t i c u l a r  f i r m  p o s s e s s e s  with 
r e s p e c t  to e n v i r o n m e n ta l  a s s e s s m e n t .  The m a j o r  poin t  to be m ad e  
is tha t  e n v i r o n m e n t a l  i n fo r m a t io n  is ob ta ined  p r i m a r i l y  f o r  p u r p o s e s  
of m a k in g  s t r a t e g i c  d e c i s io n s .  Th is  i n fo r m a t io n  m u s t  be ob ta ined  
b e fo re  the in t e rd e p e n d e n t  m ix  of s t r a t e g i c  v a r i a b l e s  can  be a c ted  
upon in a m o r e  a n a l y t i c a l  m a n n e r .
In o r d e r  to c o m p le te  the p r o c e s s  of s t r a t e g y  f o rm u la t io n ,  
exogenous  i n fo r m a t io n  m u s t  be a n a ly z ed  in con junc t ion  with  
endogenous  i n fo r m a t io n  be fo re  f ina l  s t r a t e g i c  d e c i s io n s  a r e  m a d e .  
The nex t  few p a r a g r a p h s  a d d r e s s  th is  a s p e c t  of  the fo rm u la t io n  
p r o c e s s .
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M oni to r ing  I n t e r n a l  F o r c e s
In a s s e s s i n g  the i n t e r n a l  s t r e n g t h s  and w e a k n e s s e s  of the 
f i r m ,  top m a n a g e m e n t ' s  b a s i c  c o n c e r n  i s  w i th  v a r i o u s  c a t e g o r i e s  
of s k i l l s  and r e s o u r c e s  (p h y s ica l ,  m o n e t a r y ,  and  h um an)  th a t  the 
f i r m  p o s s e s s e s .  One way to a c c o m p l i s h  th is  a s s e s s m e n t  is  to 
d eve lop  what  one a u th o r  h a s  r e f e r r e d  to a s  a c a p a b i l i ty  p ro f i le  f o r  
the f i r m .  ^  W h a te v e r  the m e th o d  u s e d ,  the m a j o r  a i m  is  to g a t h e r  
endogenous  in fo rm a t io n .  This  i n fo r m a t io n  w i l l  a l low top m a n a g e ­
m e n t  to d e t e r m in e  the i n t e r n a l  c a p a b i l i t i e s  and r e s o u r c e s  of the 
f i r m  and m a t c h  t h e m  with  o p p o r tu n i t i e s  and c o n s t r a i n t s  d e t e r m i n e d  
w ith  e n v i r o n m e n ta l  in fo r m a t io n  with  r e g a r d  to e a c h  s t r a t e g i c  
d e c i s io n .  Uti l iz ing  th e se  in fo r m a t io n  inputs  in th is  m a n n e r  p r o ­
v ides  the e l e m e n t s  n e c e s s a r y  f o r  top  m a n a g e m e n t  to m a k e  e a c h  
s t r a t e g i c  d e c i s io n  and c o m p le te  the p r o c e s s  of s t r a t e g y  f o r m u l a ­
t ion.  16
A n so f f ' s  s c h e m e  (the c a p a b i l i ty  p r o f i l e ) fo r  ident i fy ing 
s t r e n g t h s  and w e a k n e s s e s  in a f i r m  is  to c o n s t r u c t  a g r id  which  
m a t c h e s  fu nc t iona l  a r e a s  a g a in s t  the s k i l l s  and c o m p e te n c e s  of those  
a r e a s .  The g r id  is d e s ig n e d  f o r  a m a n u f a c tu r in g  f i r m  and is
^ H .  Ig o r  Ansoff ,  C o r p o r a t e  S t r a t e g y  (New Y ork :  M c G ra w -  
H il l  Book Com pany ,  1965), p. 91.
*^This  s t a t e m e n t  a s s u m e s  tha t  f e e d b a c k  h a s  o c c u r r e d  in the
s y s t e m .
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c o m p r i s e d  of  the fu n c t io n a l  a r e a s  of R e s e a r c h  and D e v e lo p m e n t ,
O p e r a t i o n s ,  M a rk e t in g ,  and G e n e r a l  M a n a g e m e n t  and  F i n a n c e .  The
s k i l l s  and r e s o u r c e s  f a l l  in to fo u r  b a s ic  c a t e g o r i e s :  f a c i l i t i e s  and
e q u ip m e n t ,  p e r s o n n e l  s k i l l s ,  o r g a n i z a t i o n a l  c a p a b i l i t i e s ,  and
m a n a g e m e n t  c a p a b i l i t i e s .  The p r o c e d u r e  is  to f i l l  in  the g r id  by
17iden t i fy ing  the s k i l l s  and r e s o u r c e s  f o r  e a c h  fu n c t io n a l  a r e a .
A s l ig h t ly  d i f f e r e n t  a p p r o a c h  h a s  b ee n  o f f e r e d  by a n o t h e r  
a u th o r  and has  been  la b e le d  the c a p a b i l i ty  o r  r e s o u r c e  a u d i t .
Th is  a u th o r  p r o p o s e s  tha t  the in v e n to ry  of s t r e n g t h s  and  w e a k n e s s e s  
g e n e r a t e d  by s u c h  an  a u d i t  can  then  be u s e d  to,  f i r s t  of a l l ,  a s s e s s  
the  f e a s ib i l i t y  of exp lo i t ing  and c a p i t a l i z in g  on any  n ew  p r o d u c t -  
m a r k e t  o p p o r tu n i t i e s  and ,  s e c o n d ly ,  to d e t e r m i n e  w h e t h e r  the f i r m  
c a n  s e iz e  a p a r t i c u l a r  m a r k e t  o p p o r tu n i ty  b e t t e r  th an  i t s  p r e s e n t  o r  
p o te n t ia l  c o m p e t i t o r s .  In o t h e r  w o r d s ,  the aud i t  a l s o  s u p p l i e s  the 
f i r m  with  i n f o r m a t io n  tha t  can  be u s e d  to e s t a b l i s h  a d i f f e r e n t i a l  
a d v an tag e .
In o r d e r  to co nduc t  the au d i t ,  S h i r l e y  p r o p o s e s  tha t  the 
fo l lowing e ig h t  a r e a s  a r e  a p p r o p r i a t e :
1. E n v i r o n m e n t a l  r e s e a r c h  c a p a b i l i t i e s  and  e x p e r i e n c e ,
2. P r e s e n t  s t r a t e g i c  p o s tu r e ,
^ A n s o f f ,  C o r p o r a t e  S t r a t e g y , pp. 92 -94 .
*®Shirley e£ a l .  , The Study of S t r a t e g y , p. 24.
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3. F in a n c i a l  r e s o u r c e s / e f f i c i e n c y ,
4. P r o d u c t io n ,
5. M a rk e t in g ,
6 . R e s e a r c h  and  d e v e lo p m e n t ,
7. P e r s o n n e l ,  and
8 . O rg a n iz a t io n .  ^
B oth  the c a p a b i l i ty  p ro f i l e  and  the c a p a b i l i ty  o r  r e s o u r c e  
a ud i t  o f fe r  f r a m e w o r k s  tha t ,  when c o m p le t e d ,  en ab le  a s s e s s m e n t  of 
the f i r m ' s  sk i l l s  and  r e s o u r c e s .  The da ta  can  then  be u sed  to m a t c h  
f i r m  c a p a b i l i t i e s  w i th  e n v i r o n m e n ta l  o p p o r tu n i t i e s  and c o n s t r a i n t s .  
F u r t h e r m o r e ,  th is  m a tc h in g  c an  be done with a v iew to w ard  d e v e l o p ­
ing a " d i s t in c t iv e  c o m p e t e n c e "  th a t  m a y  f o s t e r  a d i f f e r e n t i a l  
a d v an tag e .^ ®  Som e of the w ays  tha t  a f i r m  can  e s t a b l i s h  th is  d i f ­
f e r e n t i a l  o r  c o m p e t i t iv e  ad v an tag e  have  been  p r o p o s e d  by Katz  and  
c o n s i s t  of:
19I b id . , pp. 2 5 -28 .
20 To e s t a b l i s h  a c o m p e t i t iv e  e m p h a s i s  r e q u i r e s  what  R o b e r t  
L .  K a tz ,  C a s e s  and  C o n cep ts  in C o r p o r a t e  S t r a t e g y  (Englewood 
C l i f fs ,  N. J .  : P r e n t i c e - H a l l ,  Inc.  , 1970), p. 199, and  E d m und  P .  
L e a r n e d  et  a l .  , B u s in e s s  P o l i c y  Tex t  and  C a s e s  (Homewood,
I l l i n o i s :  R ic h a r d  D. I rw in ,  I n c . ,  1969), p. 180, have  labe led  
"d i s t in c t iv e  c o m p e t e n c e "  and r e f e r s  to w ha t  the o r g a n iz a t io n  can  do 
p a r t i c u l a r l y  w el l .  S t e i n e r  (p. 252) r e f e r s  to th i s  co n cep t  as  
" s t r a t e g i c  f a c t o r s , "  i . e . ,  those  f a c t o r s  th a t  m u s t  be r e c o g n iz e d  
and p e r f e c t e d  to m a k e  the co m p an y  s u c c e s s f u l .
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1. E x c e l l e n c e  in p ro d u c t  d e s ig n  a n d / o r  
p e r f o r m a n c e  ( e n g in e e r in g  ingenu i ty ) .
2. L o w - c o s t ,  h ig h -e f f i c i e n c y  o p e r a t i n g  s k i l l  
in  m a n u f a c t u r i n g  a n d / o r  in d i s t r i b u t i o n .
3. L e a d e r s h i p  in p r o d u c t  innova t ion .
4. E f f i c i e n c y  in c u s t o m e r  s e r v i c e .
5. P e r s o n a l  r e l a t i o n s h i p s  w i th  c u s t o m e r s .
6 . E f f i c i e n c y  in t r a n s p o r t a t i o n  and  l o g i s t i c s .
7. E f f e c t i v e n e s s  in s a l e s  p ro m o t io n .
8 . M e r c h a n d i s i n g  e f f i c i e n c y - - h i g h  t u r n o v e r  of 
i n v e n to r i e s  a n d / o r  of c a p i t a l .
9. Sk i l l fu l l  t r a d in g  in vo la t i l e  p r i c e  m o v e m e n t  
c o m m o d i t i e s .
10. A b i l i ty  to in f luence  l e g i s l a t i o n .
11. Highly e f f i c ien t ,  l o w - c o s t  f a c i l i t i e s .
12. O w n e r s h ip  o r  c o n t r o l  of l o w - c o s t  o r  s c a r c e  
r a w  m a t e r i a l s .
13. C o n t r o l  of i n t e r m e d i a t e  d i s t r i b u t i o n  o r  
p r o c e s s i n g  u n i t s .
14. M a s s i v e  a v a i l a b i l i t y  of  c a p i t a l .
15. W id e s p re a d  c u s t o m e r  a c c e p t a n c e  of  c o m p a n y  
b ra n d  n a m e  ( rep u ta t io n ) .
1 6 .  P r o d u c t  a v a i l a b i l i t y ,  c o n v e n i e n c e . ^ 1
Conduct ing  s o m e  type of  i n t e r n a l  a s s e s s m e n t  of the f i r m  can  be 
v iew ed  a s  a s t e p  t o w a r d  p inpoin t ing  " the  p a r t i c u l a r  s t r e n g t h s  of the 
f i r m  f r o m  which  a c o m p e t i t iv e  a d v a n ta g e  m a y  be dev e lo p ed .  "^2 
H o w e v e r ,  th e se  s t r e n g t h s  m u s t  be r e l a t e d  to the  n e e d s  of c u s t o m e r s  
and  the d e g r e e  to w hich  c o m p e t i t io n  p o s s e s s e s  the  s a m e  s t r e n g t h .
If a c u s t o m e r  n e ed  i s  n o t  fu l f i l led  o r  if c o m p e t i t i o n  p o s s e s s e s  the 
p a r t i c u l a r  s t r e n g t h  to  the s a m e  d e g r e e  o r  g r e a t e r ,  the " d i s t in c t iv e
? 1 K a tz ,  C a s e s  and  C o n c e p t s , p.  2 1 5 .
^ S h i r l e y  e£ a l .  , The Study of S t r a t e g y , p. 29.
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c o m p e t e n c e "  has  l i t t l e ,  i f  any,  u t i l i t y  and w i l l  no t  c o n s t i tu t e  a  c o m ­
p e t i t ive  o r  d i f f e r e n t i a l  ad v an tag e .
S t r a t e g i c  D e c i s io n s  A s  F u n c t io n a l  R e la t i o n s h ip s
The m o d e l  of s t r a t e g y  f o r m u l a t i o n  p r e s e n t e d  in  F i g u r e  111-2 
show s  the exogenous  and endogenous  i n f o r m a t io n  be ing fed to the 
s t r a t e g i c  d e c i s io n  s y s t e m .  Th is  s e c t io n  w i l l  a t t e m p t  to  e x p la in  the 
e x p l i c i t  r e l a t i o n s h i p  th a t  e x i s t s  b e tw e en  in f o r m a t i o n  inpu ts  and  e a c h  
s t r a t e g i c  d e c i s io n .
P r e v io u s l y ,  i t  was  s t a t e d  th a t  e a c h  s t r a t e g i c  d e c i s io n  c a n  be
v iew ed  a s  a fu n c t io n a l  r e l a t i o n s h i p  w i th  in dependen t  v a r i a b l e s  c o m -
2  ^p o sed  of exo g en o u s  and endogenous  i n fo r m a t io n .  3 The p r e v i o u s  
p a g e s  p r e s e n t e d  e x a m p l e s  of how s t r a t e g i c  i n fo r m a t io n  c an  be 
o b ta ined .  The no t ion  tha t  w i l l  be p r o p o s e d  a t  th is  t i m e  is  tha t  
s t r a t e g i c  i n fo r m a t io n  is  r e t r i e v e d  w i th  a v iew  to w a r d  the p a r t i c u l a r  
s t r a t e g i c  d e c i s io n ( s )  tha t  m u s t  be m a d e .  T ha t  i s ,  w hen  c o n t e m ­
p la t ing  a s t r a t e g i c  change  (which w i l l  be de f ined  a s  a change  in one 
o r  m o r e  of the five s t r a t e g i c  d e c i s io n s ) ,  s t r a t e g i c  i n f o r m a t i o n  i s  
g a t h e r e d  and fed to the p a r t i c u l a r  d e c i s io n  tha t  i t  p e r t a i n s .
Tab le  111-1 in c lu d e s  the five C l  v a r i a b l e s  d e p ic t e d  as  
fu n c t io n a l  r e l a t i o n s h i p s  and  e x a m p le s  of  the ty p es  of  e x t e r n a l  and
^^ ln  a m o r e  an a ly t i c  m a n n e r ,  e a c h  s t r a t e g i c  d e c i s i o n  cou ld  




S T R A T E G IC  DECISIONS AS FU N C TIO N A L RELATIONSHIPS
C j i  = P e r f o r m a n c e  C r i t e r i a  D ec is io n *
= f ( E x 11, E x * 1, E x 11, . . E x 11, E n 11, E n 11, E n 11, . . E n 11) 
1 2 3  n l 2 3  n
whe r e :
E x j  = long-  and s h o r t - t e r m  i n t e r e s t  r a t e s
E x | *  = in d u s t r y  p e r f o r m a n c e
E x 11 = p e r f o r m a n c e  of m a j o r  c o m p e t i t o r s
E n j l  = c o s t  of c a p i t a l
E n 11 = m a n a g e m e n t ' s  s ta t e d  t a r g e t s
E n 11 = p r e s e n t  and p a s t  r a t e s  of g ro w th
C j 2  = C u s t o m e r  Mix  D ec is io n
-  f ( E x 12, E x 12, E x 12, . . E x 12, E n 12, E n 12, E n 12, . . E n 12) 
1 2 3  n l 2 3  n
whe r e :
12E x j  = i n fo r m a t io n  c o n c e rn in g  c h a n g e s  in the p o p u la t io n ' s  
n o r m s ,  v a lu e s ,  n e e d s ,  w a n t s ,  e tc .
E x ^ 2 = d i s t r i b u t i o n  c o m p a t ib i l i ty  w i th  p r e s e n t  p ro d u c t s
E x 12 = c u s t o m e r s  s e r v e d  by c o m p e t i t o r s  
17E n J  = p r e s e n t  p ro d u c t  c h a r a c t e r i s t i c s  
17En*  = s t r e n g t h s  and w e a k n e s s e s  of s a l e s  fo rc e
E n 1^ = m a n a g e r i a l  t a len t  a v a i lab le  f o r  new c u s t o m e r  m a r k e t s
C j j  = P r o d u c t  Mix  D ec is io n
13 r  13 „  13 „  13 r  13 r  13 r  13 „  13,= f(EX| , EX2  » E x j  , . . E x n , E n j  , E ^  , En^  , . . En^ )
w h e r e :
13E x j  = supply  and  d e m a n d  cond i t ions  of the in d u s t ry
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T A B L E  III-  1 - - Cont inued
13Ex^ = t e c h n o lo g ic a l  d e v e lo p m e n ts  c o n c e r n in g  p ro d u c t s  
^  a n d / o r  p r o c e s s e s  
Ex-j = e c o lo g ic a l  c o n s id e r a t i o n s  and o th e r  p r e s s u r e s  
^  in f luenc ing  p ro d u c t s  p ro d u ced  and so ld  
E n j  = c h a r a c t e r i s t i c s  of e x i s t in g  p lant  and eq u ip m en t
E n ^  = p ro d u c t  d e v e lo p m e n t  c a p a b i l i t i e s
E n } ^  = c a p a c i ty  u t i l i z a t io n
= D i f f e r e n t i a l  A dvan tage  D e c is io n
= f (E x }4 , E x } 4 , E x } 4 , . . E x 14, E n } 4 , E n } 4 , E n } 4 , . . E n 14) I c. 5 n 1 2 3 n
whe r e :
14E x j  = m a j o r  s t r e n g t h s  and w e a k n e s s e s  of c o m p e t i t o r s  
E x } 4 = c o m p e t i t o r s '  p ro d u c t s
E x } 4 = m a r k e t  s h a re  of m a j o r  c o m p e t i t o r s
14E n j  = e f f ic ien cy  of  p ro d u c t io n  f a c i l i t i e s  
E n } 4 = dep th  of m a n a g e r i a l  ta len t  
E n } 4 = p ro d u c t  innova t ion  ab i l i ty
C j g  = G e o g ra p h ic  C o n c e n t r a t i o n  D e c is io n
, / c , 15  ^  15 ^  15 „  15 r  15  „  15 „  15  „  15 .= f (E x ,  , E x ,  , E x ,  , . . E x  , E n ,  , E n ,  , E n ,  , . . En ) ' 1  2 3 n I 2 3 n
w h e r e :
15E x j  = m a r k e t  p o te n t i a l  of v a r io u s  g e o g ra p h ic  a r e a s  
E x } ^  = le ad s  fo r  m e r g e r s ,  jo in t  v e n t u r e s ,  and a c q u i s i t i o n s  
E x}^  = loca t io n  of m a j o r  c o m p e t i t o r s
En}^  = loca t io n  of r aw  m a t e r i a l  s o u r c e s  
15En£ = i n t e r n a l  f inancing  c a p a b i l i t i e s  
En}^  = p r e s e n t  p lan t  loca t ions
*In a l l  c a s e s ,  Ex  = exogenous  in fo rm a t io n  and En = endogenous  
i n fo rm a t io n .
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i n t e r n a l  i n fo r m a t io n  tha t  m a n a g e r s  m ig h t  s e e k  in o r d e r  to m a k e  e a c h  
s t r a t e g i c  d e c i s io n .  The in fo r m a t io n  inputs  a r e  not  in tended  to be 
a l l - i n c l u s i v e  and a r e  s ta t e d  a s  b r o a d  c a t e g o r i e s .  T hey  do,  h o w e v e r ,  
r e p r e s e n t  types  of in fo r m a t io n  tha t  c a n  be ob ta in ed  f r o m  the e n v i r o n ­
m e n t  and  the f i r m .
S y n e rg y  in R e la t io n  to S t r a t e g y  F o r m u l a t i o n
One ad d i t io n a l  co ncep t  n e c e s s i t a t e s  d i s c u s s i o n  to c o m p le te  a 
p r e s e n t a t i o n  of the m o r e  i m p o r t a n t  e l e m e n t s  to  c o n s i d e r  when 
f o rm u la t in g  c o r p o r a t e  s t r a t e g y .  The co n cep t  has  b ee n  t e r m e d  
s y n e rg y  and  it  w i l l  be shown tha t  i t  is  a r e l e v a n t  c o n s id e r a t i o n  when 
m ak in g  s t r a t e g i c  c h o ic e s .
The co n cep t  of s y n e r g y  h a s  been  d e s c r i b e d  a s  the "2+2 = 5"  
e f fec t  o r  the co m b in a t io n  of e v e n t s  th a t  r e s u l t  in the "whole  being 
g r e a t e r  than  the s u m  of i t s  p a r t s . "  The co n ce p t  h a s  r e c e iv e d  
r e l a t i v e ly  l im i t e d  t r e a t m e n t  in the l i t e r a t u r e  a s  i t  r e l a t e s  to  c o r p o ­
r a t e  s t r a t e g y .  By f a r ,  the m o s t  c o m p r e h e n s i v e  t r e a t m e n t  was  f i r s t  
o f fe re d  by A n s o f f ^  and m o r e  r e c e n t l y  by N ew m an  and  L o g a n ^  a n d 
S h i r l e y .  ^
^ 4Ansoff ,  C o r p o r a t e  S t r a t e g y , pp. 75-102 .
O c
N e w m a n  and Logan ,  S t r a t e g y , pp. 77 -79 .  
^ S h i r l e y  e t  a l .  , The Study of S t r a t e g y , pp. 30-36 .
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With r e s p e c t  to the f o rm u la t io n  of s t r a t e g y ,  s y n e r g y  can  be
thought  of a s  the  d e g r e e  of c o m p l e m e n t a r i t y  tha t  c a n  be ob ta ined
th ro u g h  d i f f e r e n t  co m b in a t io n s  of c a p a b i l i t i e s  and r e s o u r c e s  t h a t  the
f i r m  p o s s e s s e s ,  and the o p p o r tu n i t i e s  and c o n s t r a i n t s  th a t  e x i s t  in
the e n v i r o n m e n t .  ^  M o re o v e r ,  the h i g h e r  the d e g r e e  of c o m p le -
2ftm e n t a r i t y ,  the g r e a t e r  the p o ten t ia l  to r e a l i z e  p o s i t iv e  s y n e rg y .  ° 
The ty p es  of s y n e r g i s t i c  e f fec ts  t h a t  c a n  be ob ta ined  b y  way 
of p a r t i c u l a r  m a tc h in g s  b e tw een  the f i r m  and i t s  e n v i r o n m e n t  (o r  by 
way  of m ak in g  s t r a t e g i c  d e c i s io n s )  a r e  b r i e f l y  t r e a t e d  below. In 
d i s c u s s i n g  t h e s e  ty p es ,  it i s  b e s t  to c o n s id e r  tha t  the f i r m  is  co n ­
s id e r i n g  a new p r o d u c l - m a r k e t  oppor tun i ty .
F i r s t ,  m a x i m u m  p ro d u c t io n  s y n e rg y  would be 
a c h ie v e d  if the p ro d u c t io n  f a c i l i t i e s ,  p r o c e s s e s  and 
s k i l l s  c u r r e n t l y  u t i l i zed  could a l s o  be u t i l i zed  to 
p r o d u c e  the c o n te m p la te d  p ro d u c t .  . . .
Second,  m a x i m u m  m a r k e t i n g  s y n e rg y  would be 
a c h i e v e d  i f  the s a l e s  f o r c e ,  d i s t r i b u t i o n  c h a n n e ls ,  
p h y s ic a l  f a c i l i t i e s ,  and p r o m o t io n a l  t e c h n iq u e s  
c u r r e n t l y  u t i l i zed  could  a l s o  be u t i l i zed  to m a r k e t  
the c o n te m p la te d  p ro d u c t  add i t ion .  . . .
T h i rd ,  r e s e a r c h  and d e v e lo p m e n t  s y n e r g y  would 
a l s o  be ach iev ed  i f  the t ech n o lo g ie s  s u p p o r t in g  the 
d e v e lo p m e n t  of both  the p r e s e n t  and c o n tem p la te d  
p ro d u c t  l in es  a r c  s u b s ta n t i a l ly  s i m i l a r .
2 7 The e x a c t  n u m b e r  of ways  th a t  s t r a t e g i c  d e c i s io n s  could 
be m a d e  i s  d ep e n d en t  on the n u m b e r  and n a tu r e  of e n v i r o n m e n ta l  
and f i r m  f o r c e s .
^^S h i r ley ,  e t  a l .  , The Study, of S t r a t e g y , p. 30. It  should 
a l s o  be pointed out t h a t  t h e r e  i s  a  p o s s ib i l i t y  fo r  r e a l i z i n g  nega t ive  
s y n e r g y  (2+2 = 3).
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F o u r th ,  the o p por tun i ty  fo r  f in a n c ia l  s y n e rg y  l i e s  " in  the 
e x te n t  to w hich  the f i r m  can  ach iev e  a l a r g e r  c a p i t a l  b a se  fo r  i n v e s t ­
m e n t ,  i n c r e a s e d  b o r ro w in g  p o w e r ,  and g r e a t e r  e a r n i n g s  g row th  
th ro u g h  the s p re a d in g  of a d m i n i s t r a t i v e  o v e r h e a d . "
F if th ,  g e n e r a l  m a n a g e m e n t  s y n e rg y  o c c u r s  
when the s k i l l s ,  e x p e r i e n c e ,  and knowledge  of key 
m e m b e r s  a r e  t r a n s f e r r a b l e  f r o m  the p r e s e n t  
s t r a t e g y  to the c o n te m p la te d  o n e . ^
If the five s t r a t e g i c  d e c i s io n s  a r e  m a d e  with  a v iew tow ard  
p o te n t ia l  s y n e r g i s t i c  e f fe c t s  such  a s  those  m e n t io n e d ,  the f i r m  m a y  
b e r e f i t  by way of a m o r e  " e f f i c i e n t "  s t r a t e g y  o r  m a t in g  be tw een  
e n t e r p r i s e  and e n v i r o n m e n t .
The d i s c u s s io n  thus  f a r  has  p r e s e n t e d  the m a j o r  e l e m e n t s  
tha t  m u s t  be c o n s id e r e d  when f o rm u la t in g  s t r a t e g y .  E a c h  e l e m e n t  
c a n  s u b s t a n t i a l l y  in f luence  in so m e  way top m a n a g e m e n t ' s  s t r a t e g i c  
c h o ic e s .  H ence ,  the p r o d u c t - m a r k e t  scope  (p roduc t  m ix ,  c u s t o m e r  
m ix ,  and  g e o g ra p h ic  c o n c e n t r a t io n ) ,  d i f f e r e n t i a l  ad v an ta g e ,  and 
p e r f o r m a n c e  c r i t e r i a  a r e  the r e s u l t  of c o n s id e r a t i o n  g iven  o r  
in f luence  im p o s e d  by the v a r io u s  e l e m e n t s  d i s c u s s e d  p r e v io u s ly .
Once a c t io n s  have been  taken  to f o rm u la t e  s t r a t e g y ,  i t  can  only be 
e f fec t iv e ly  ach iev e d  th ro u g h  the co m b in ed  e f fo r t s  of the to ta l  e n t e r ­
p r i s e .  I t  i s  now a p p r o p r i a t e  to d i s c u s s  how the e f fo r t s  of the 
ind iv idua l  uni ts  of an  e n t e r p r i s e  a r e  guided  in a m a n n e r  tha t  is
29Ibid .  , pp. 31-34 .
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c o n s i s t e n t  w i th  and h a s  the g r e a t e s t  p o ten t ia l  fo r  e f fec tu a t in g  top 
m a n a g e m e n t ' s  s t r a t e g i c  p lan .
R e la t in g  S t r a t e g y  to O th e r  E n t e r p r i s e  D e c i s io n s
The five s t r a t e g i c  d e c i s io n s  i n t ro d u c e d  e a r l i e r  in  this
c h a p t e r  p ro v id e  the n u c leu s  fo r  a l l  a c t io n s  r e l a t e d  to the f o r m u l a t i o n
and i m p le m e n ta t io n  of c o r p o r a t e  s t r a t e g y .  They  a r e  the d e c i s io n s
tha t  m u s t  be a d d r e s s e d  to f o r m u l a t e  s t r a t e g y ;  w hen  the f in a l
d e c i s io n s  a r e  m a d e ,  they  def ine  c o r p o r a t e  s t r a t e g y ;  c o r p o r a t e
s t r a t e g y  m u s t  be def ined  be fo re  im p l e m e n t a t i o n  c a n  take  p lace ;
\
im p le m e n ta t io n  d e c i s io n s  a r e  m a d e  v i s - a - v i s  s t r a t e g i c  d e c i s io n s ;  
and the o p e ra t in g  d e c i s io n s  of  the f i r m  a r e  m a d e  to ach ie v e  the 
o b je c t iv e s  and goa ls  d e r iv e d  f r o m  c o r p o r a t e  s t r a t e g y .
The r e l a t i o n s h i p  be tw een  s t r a t e g i c  and o t h e r  d e c i s io n s  in the 
e n t e r p r i s e  can  be e x p la in ed  with  the he lp  of F i g u r e  I I - 1. The C j  
d e c i s io n s  a r e  t r a n s l a t e d  in to b ro a d  o b je c t iv e s  and m o r e  sp ec i f ic  
goa ls  that p a s s  th ro u g h  the e n t i r e  o r g a n iz a t io n .  T h e se  o b je c t iv e s  
and goa ls  d e r iv e  f r o m  the f ina l  s t r a t e g i c  d e c i s io n s  and  a f t e r  i n t e r ­
ac t io n  h a s  taken  p lace  be tween  C]  and C2  v a r i a b l e s .  H ence ,  they
supply  the c o n s t r a i n t s  u n d e r  which  e a c h  d e c i s io n  in the e n t e r p r i s e
30i s  m a d e .  Th is  is the m a n n e r  by w hich  top m a n a g e m e n t  d i r e c t s ,
30 The C j  v a r i a b l e s ,  e x i s t in g  a s  in d ependen t  v a r i a b l e s  in 
fu n c t io n a l  a r e a  d e c i s io n s ,  a r e  o b je c t iv e s  and goa ls  tha t  have been  
d e r i v e d  f r o m  s t r a t e g i c  d e c i s io n s  and a r e  not the s a m e  and should  not  
be con fused  with  p e r f o r m a n c e  c r i t e r i a .
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c o n t r o l s ,  and su p p l ie s  a c o m m o n  p u rp o se  to the p e r f o r m a n c e  of the 
e n t e r p r i s e .
The p r o c e s s  of deve lop ing  s t r a t e g i c  v a r i a b l e s  and then  
t r a n s l a t i n g  th e m  into def ined  o b je c t iv e s  and g o a ls  a l low s  one to 
v i s u a l i z e  and  give j u s t i f i c a t io n  fo r  th e se  s t r a t e g i c  d e c i s io n s  
p e r m e a t i n g  the e n t i r e  o r g a n i z a t io n .  E a c h  one in f lu en ces  e i t h e r  
d i r e c t l y  o r  i n d i r e c t l y  (b ecau se  s t r a t e g i c  v a r i a b l e s  a r e  i n t e r r e l a t e d )  
e v e r y  d e c i s io n  in the e n t e r p r i s e .  In t e r m s  of the c o n c e p tu a l  m o d e l  
(see F i g u r e  I I - 1), e a c h  d e c i s io n  v a r i a b l e  e x i s t in g  in any of the 
fu n c t io n a l  a r e a s  w i l l  be c o n s id e r e d  a func t ion  of C j  v a r i a b l e s  (or  
o b j e c t iv e s  d e r i v e d  f r o m  v a r i a b l e s )  in add i t ion  to o t h e r  ind ep en d en t  
v a r i a b l e s .
By c o n s id e r in g  fo r  a m o m e n t  the fu n c t io n a l  r e l a t i o n s h i p s  in 
F i g u r e  I I - 1 a s  a n a ly t i c a l  c o n s t r u c t s ,  s t r a t e g i c  v a r i a b l e s  can  be 
thought  of a s  being r e s p o n s i b l e  fo r  supply ing  the c o m m o n  in d ependen t  
v a r i a b l e s  th a t  e x i s t  in fu n c t io n a l  a r e a  d e c i s io n s .  E v e r y  d e c i s io n  
be ing  a func t ion  of o b j e c t iv e s  and g o a ls  d e r i v e d  f r o m  C j  v a r i a b l e s  
su p p l ie s  the c o m m o n  t e r m s  n e c e s s a r y  f o r  a l l  d e c i s io n s  to be m a d e  
c o n s i s t e n t  w i th  s t r a t e g i c  d e c i s io n s  s e t  f o r th  by top m a n a g e m e n t .  
Without  the co m m o n  p u rp o se  and c o m m i t m e n t  in t ro d u c e d  by th e se  
v a r i a b l e s ,  e a c h  func t iona l  a r e a  m ig h t  be c o n s id e r e d  a s e p a r a t e  
e n t i ty  o p e r a t in g  to ach iev e  i t s  own o b je c t iv e s  and not  those  of the 
e n t e r p r i s e .  With o b jec t iv e s  and  goa ls  d e r iv e d  f r o m  v a r i a b l e s ,
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e a c h  fu n c t io n a l  a r e a  o p e r r t e s  u n d e r  a s e t  of w e l l - d e f in e d  c o m m o n  
c o n s t r a i n t s  tha t  r e q u i r e s  fu n c t io n a l  a r e a s  to s t r i v e  fo r  a c o m m o n  
p u rp o se  o r  s t r a t e g i c  p o s tu r e .
S t r a t e g i c  d e c i s io n s  a r e  a l s o  m a d e  in l igh t  of the c o m p e te n c e ,  
r e s o u r c e s ,  and  o t h e r  c r u c i a l  c h a r a c t e r i s t i c s  of  the fu n c t io n a l  a r e a s ,  
a s  w e l l  as  the s t r u c t u r e ,  f in a n c ia l  r e s o u r c e s ,  p e r s o n n e l ,  and o th e r  
v a r i a b l e s  n e c e s s a r y  f o r  im p le m e n t in g  s t r a t e g y .  T h is  n e c e s s i t a t e s  
a h igh  d e g r e e  of i n t e r a c t io n  be tw een  top m a n a g e m e n t  and  a l l  o th e r  
a r e a s  of  the e n t e r p r i s e  in d e t e r m in i n g  f in a l  s t r a t e g i c  c h o ic e s .  F o r  
e x a m p l e ,  cho ice  on d i f f e r e n t i a l  ad v an tag e  r e q u i r e s  c a r e f u l  a s s e s s ­
m e n t  of the s t r e n g t h s  and w e a k n e s s e s  tha t  e x i s t  in  the fu n c t io n a l  
a r e a s ,  a s  w e l l  a s  the r e s o u r c e s  and m a n p o w e r  n e c e s s a r y  fo r  
im p le m e n t in g  a p a r t i c u l a r  cho ice  on how the c o m p a n y  w i l l  ach iev e  
an  a d v an tag e  o v e r  c o m p e t i t o r s .
S u m m a r y  R e m a r k s  on S t r a t e g y  F o r m u l a t i o n
This  p o r t io n  of the t h e o r e t i c a l  f r a m e w o r k  h a s  b een  buil t  upon 
the co n c ep t  that  t h e r e  e x i s t s  a f in i te  s e t  of d e c i s io n s  tha t  define 
c o r p o r a t e  s t r a t e g y  fo r  any f i r m .  As  p r e s e n t e d  in F i g u r e  I I - 1, th e se  
d e c i s io n s  def ine  the p e r f o r m a n c e  c r i t e r i a ,  c u s t o m e r  m ix ,  p ro d u c t  
m i x ,  d i f f e r e n t i a l  a d v a n ta g e ,  and  g eo g ra p h ic  c o n c e n t r a t i o n  fo r  the 
f i r m .  They  have the im p o r t a n t  func t ions  of (a) s e ek in g  a ba lance  
b e tw e en  the c h a r a c t e r i s t i c s  of the e n t e r p r i s e  and  the o p p o r tu n i t i e s
76
and c o n s t r a i n t s  tha t  e x i s t  in the e n v i r o n m e n t ,  and (b) p rov id ing  a 
c o m m o n  p u r p o s e  to a l l  su b se q u e n t ,  l o w e r  o r d e r  d e c i s io n s  in the 
f i r m .
In o r d e r  to p e r f o r m  th e se  fu n c t io n s ,  the o p p o r tu n i t i e s  and  
c o n s t r a i n t s  ex i s t in g  in the e n v i r o n m e n t  and the s t r e n g t h s  and w e a k ­
n e s s e s  of the f i r m  can  be looked upon as  f o r c e s .  The t a s k  is  to 
ob ta in  i n f o r m a t i o n  abou t  the e n v i r o n m e n t  and  the f i r m  f o r  the 
e x p r e s s e d  p u r p o s e  of s eek in g  the " c o r r e c t "  o r  m o s t  " o p t im a l"  
m a t c h i n g  be tw een  the two.  T h is  m a y  r e q u i r e  th a t  so m e  f o r c e s  be 
a l t e r e d  o r  a d ju s te d .
The five s t r a t e g i c  v a r i a b l e s  w e r e  then  v iew ed  a s  fu n c t io n a l  
r e l a t i o n s h i p s  w ith  ind ep en d en t  v a r i a b l e s  c o n s i s t i n g  of exogenous  and 
endo g en o u s  in fo r m a t io n .  T h is  i n fo r m a t io n  i s  r e t r i e v e d  so tha t  e a c h  
d ep en d en t  (C j)  v a r i a b l e  has  c o r r e s p o n d i n g  in d ep en d en t  v a r i a b l e s  tha t  
p e r t a i n  to tha t  p a r t i c u l a r  d e c i s io n .  The f ina l  d e c i s io n s  then  m a d e  on 
e a c h  v a r i a b l e  a r e ,  t h e o r e t i c a l ly ,  the m o s t  o p t im a l  m a t c h  be tw een  
e n t e r p r i s e  and e n v i r o n m e n t .  Th is  m e a n s ,  fo r  e x a m p l e ,  tha t  a 
p r o d u c t  m ix  d e c i s io n  has  taken  into acc o u n t  c e r t a i n  e n v i r o n m e n ta l  
f o r c e s  by ob ta in ing  in fo rm a t io n  c o n c e rn in g  supply  and d e m a n d  
c o n d i t io n s  in the in d u s t r y ,  te ch n o lo g ic a l  d e v e lo p m e n t s  c o n c e rn in g  
the  p r o d u c t  and p r o c e s s ,  e c o lo g ica l  and c o n s u m e r  p r e s s u r e s ,  
a v a i l a b i l i ty  of m a t e r i a l s ,  m o n ey  and c a p i t a l  m a r k e t  cond i t ions  (if 
a d d i t io n a l  c a p i t a l  is needed ) ,  and so on. In a s i m i l a r  m a n n e r ,  the
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d e c i s io n  has  inc luded  c e r t a i n  i n t e r n a l  i n fo rm a t io n  c o n c e rn in g  
e x i s t in g  p lan t  and  e q u ip m e n t ,  p r e s e n t  s a l e s  and s h a r e  of m a r k e t ,  
c a p a c i ty  u t i l i z a t io n ,  m a r k e t  p o te n t ia l  fo r  p r e s e n t  p r o d u c t s ,  p r e s e n t  
d i s t r i b u t i o n  c h a n n e l s ,  and so on.
This  an a ly t ic  p r o c e s s  is  p e r f o r m e d  fo r  e v e r y  s t r a t e g i c  
d e c i s io n .  In add i t ion ,  s in ce  the five s t r a t e g i c  v a r i a b l e s  a r e  i n t e r ­
d e p en d en t ,  the p r o c e s s  is  i t e r a t i v e  in n a t u r e ,  i . e . ,  a d e c i s io n  on 
one v a r i a b l e  is  in f luenced  by d e c i s io n s  on o th e r  v a r i a b l e s .
Two o t h e r  e l e m e n t s  tha t  w e r e  b r ie f ly  d e s c r i b e d  a r e  i n t e r ­
woven in th is  p r o c e s s .  The f i r s t  is the in f luence of the v a lu e s  and  
a s p i r a t i o n s  of top m a n a g e m e n t  and the second  is the co n cep t  of 
s y n e rg y .  Suffice it  to s ay  tha t  the f ina l  s t r a t e g i c  ch o ic e s  have been  
in f luenced  in so m e  way by th e s e  e l e m e n t s .
A l though (for  p u r p o s e s  of c l a r i ty )  the f o rm u la t io n  of s t r a t e g y  
h a s  been  d i s c u s s e d  a s  a d i s jo in te d  co n cep t ,  it  is obv ious ly  d ependen t  
upon s u c c e s s f u l  and e f fec t ive  im p le m e n ta t io n  to co m p le te  the 
s t r a t e g i c  p r o c e s s .  In a c tu a l i t y ,  f o rm u la t io n  and i m p le m e n ta t io n  o r
the s t r a t e g i c  d e c i s io n  s y s t e m  and the s t r a t e g i c  a p p a r a t u s  a r e  i n t e r -
31twined .  S t r a t e g i c  d e c i s io n s  m u s t  be m a d e  in light of  the v a r i a b l e s  
r e q u i r e d  to e f fe c t iv e ly  im p le m e n t  a c h o sen  s t r a t e g y .  The focus  of 
the r e m a i n d e r  of th is  c h a p t e r  w i l l  be on th e se  v a r i a b l e s ,  i . e .  , the 
s t r a t e g i c  a p p a r a t u s .
^ L e a r n e d  e t  a l . , B u s i n e s s  P o l i c y , p. 571.
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I m p le m e n ta t io n  D e c i s io n s  Defined
The following a r e  b r i e f  d e s c r i p t i o n s  of  the v a r i a b l e s  that
32co m bine  to f o r m  the s t r a t e g i c  a p p a r a t u s .
O r g a n i z a t i o n a l  S t r u c t u r e - - i s  c o n c e r n e d  with  (a) the p a r t i c u l a r
o rg a n iz a t i o n a l  f o r m  o r  f o r m a l  f r a m e w o r k  w h ich  jo ins  the 
p a r t s  of the o r g a n iz a t io n ,  (b) the d i s t r i b u t i o n  of  func t ions  and 
a u th o r i t y ,  (c) r e p o r t i n g  r e l a t i o n s h i p s ,  and (d) c o n t r o l  
s y s t e m s  (which in c lu d e s  budget ing  and planning)  and 
in fo rm a t io n  s y s t e m s .
M an p o w er  P la n n in g  and D e v e l o p m e n t - - i s  c o n c e r n e d  with (a) p lanning  
fo r  fu tu re  m a n a g e r i a l  n e e d s  and a s s u r i n g  th a t  th o se  n eed s  
a r e  fu lf i l led  (which in c lu d es  t r a in in g  p r o g r a m s ) ,  (b) m a n a g e ­
m e n t  c o m p e n s a t io n  p r o g r a m s ,  and (c) m o n i to r in g  the e f fec t  
tha t  s t r a t e g i c  ch an g e s  have  on e x i s t in g  o r g a n iz a t io n a l  
a r r a n g e m e n t s .
P r  ic ing P o l i c y - - i s  c o n c e r n e d  with  b ro a d  po l icy  d e c i s io n s  n e c e s s a r y  
to o f fe r  p ro d u c t s  a n d / o r  s e r v i c e s  in the m a r k e t p l a c e  in a 
m a n n e r  c o n s i s t e n t  with the s t r a t e g y  of the f i r m  and to ta l  
e n t e r p r i s e  o b je c t iv e s .
^ T h e  v a r i a b l e s  tha t  have been  inc luded  in the " s t r a t e g i c  
a p p a r a t u s "  a r e  the r e s u l t  of an  e x te n s iv e  l i t e r a t u r e  r e v ie w  and an 
a t t e m p t  to s y n th e s i z e  the v iews of m a n y  a u t h o r s .  In  th is  r e s p e c t ,  
the v a r i a b l e s  t h e m s e l v e s  a r e  no t  un ique .  H o w ev e r ,  the i d e n t i f i c a ­
tion and p r e s e n t a t i o n  of  th ese  v a r i a b l e s  in a m o r e  s y s t e m a t i c  m an n e r ,  
with in  a to ta l  f i r m  and d e c i s io n  o r i e n ta t i o n ,  is o r ig in a l .
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R e s o u r c e  P r o c u r e m e n t - - i s  c o n c e r n e d  with a c q u i r in g  the funds  fo r
the im p le m e n ta t io n  of s t r a t e g i c  d e c i s io n s  with  a v iew to w a rd  
the o v e r a l l  f in a n c ia l  c h a r a c t e r i s t i c s  of the f i r m  (cap i ta l  
s t r u c t u r e ) .
Th is  second  c l a s s  of v a r i a b l e s  ex h ib i t s  the a p p a r a t u s  
n e c e s s a r y  to im p le m e n t  a c h o s e n  s t r a t e g y .  While s t r a t e g i c  
d e c i s io n s  r e s u l t  in the f o rm u la t io n  of s t r a t e g y ,  i m p le m e n ta t io n  
d e c i s io n s  have as  t h e i r  m a j o r  funct ion  a s s u r i n g  the m o s t  e f fec t iv e  
a t t a in m e n t  of tha t  s t r a t e g y .  This  is a c c o m p l i s h e d  th ro u g h  the 
i t e r a t i v e  p r o c e s s  be tw een  s t r a t e g y  and im p le m e n ta t io n  v a r i a b l e s  
d e p ic ted  in F ig u r e  I I - 1. This  p r o c e s s  r e f l e c t s  the no t ion  tha t  an  
in t e rd e p e n d e n c y  e x i s t s  b e tw een  the two c l a s s e s  o f  v a r i a b l e s ,  i . e .  , 
e a c h  c l a s s  m u s t  be con t inuous ly  t e s t e d  fo r  c o n s i s t e n c y  with  the 
o th e r .
It  has  been  sa id  tha t  th e se  d e c i s io n  v a r i a b l e s  supp ly  the 
n e c e s s a r y  " l ink"  be tween  c o r p o r a t e  s t r a t e g y  and  the r e m a i n d e r  of 
the o r g a n iz a t io n .  It  is f r o m  the i n t e r a c t io n  be tw een  C j  and C ^ 
v a r i a b l e s  tha t  func t iona l  a r e a  o b je c t iv e s  o r ig in a t e .  In b r o a d  t e r m s ,  
th e se  c o n s t r a i n t s  on func t iona l  a r e a  d e c i s io n  m ak in g  a r e  f o r m u l a t e d  
by d e t e r m in in g  the ac t ion  p r o g r a m s ,  the t i m e t a b l e s ,  the b u d g e ts ,  
the m a n p o w e r ,  the d i s t r i b u t io n  of r e s p o n s ib i l i t y ,  the f in a n c ia l  
r e s o u r c e s ,  and o th e r  r e q u i r e m e n t s  n e c e s s a r y  to i m p le m e n t  a 
s t r a t e g i c  p lan .  T h e se  c l a s s  two v a r i a b l e s ,  then ,  he lp  to t r a n s l a t e
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the s t r a t e g y  of the e n t e r p r i s e  into ac t io n s  to  a c c o m p l i s h  in o r d e r  to 
ac h iev e  o v e r a l l  e n t e r p r i s e  o b j e c t iv e s .
The fol lowing p ag es  a r e  devoted  to a m o r e  d e ta i l e d  d i s c u s ­
s ion  of e a c h  of the fo u r  i m p l e m e n ta t io n  v a r i a b l e s  and  c e r t a i n  
func t ions  that  fa l l  into the scope  of e a c h  v a r i a b l e .  ^3 E a c h  v a r i a b le  
w il l  be a p p r o a c h e d  w i th  r e g a r d  to i ts  r e l a t i o n s h i p  to im p le m e n t in g  
c o r p o r a t e  s t r a t e g y .  In th is  s e n s e ,  e a c h  one c o n t r ib u t e s  to l inking 
s t r a t e g y  to the r e m a i n d e r  of the o r g a n iz a t io n  and,  m o r e o v e r ,  they 
a r e  a l l  I m p o r t a n t  to the to ta l  s t r a t e g i c  p r o c e s s .  I m p l i c i t  in th is  
not ion  is that  the e x i s t in g  c h a r a c t e r i s t i c s  of th e se  v a r i a b l e s  a n d / o r  
changes  r e q u i r e d  in th e se  c h a r a c t e r i s t i c s  a r e  a l s o  im p o r t a n t  
c o n s id e r a t i o n s  ( inputs )  to fo rm u la t in g  s t r a t e g y  ( i . e . ,  m ak ing  
s t r a t e g i c  d e c i s io n s ) .  With  th e se  po in ts  in m in d ,  the d i s c u s s i o n  
w i l l  now tu rn  to the fo u r  i m p le m e n ta t io n  v a r i a b l e s .
O r g a n i z a t i o n a l  S t r u c t u r e  
Th is  v a r i a b l e  is  a d im e n s io n  that  in c lu d e s  a n u m b e r  of 
i m p o r t a n t  f a c e t s  r e l a t e d  to the i m p l e m e n ta t io n  of c o r p o r a t e  s t r a t e g y .  
T h e se  f a c e t s  s e r v e  to c o o r d in a t e ,  c o n t r o l ,  c o m m u n i c a t e ,  and to 
so m e  e x ten t  a c t i v a t e ,  on both h o r i z o n ta l  and v e r t i c a l  d im e n s io n s ,
The p u rp o se  of the following d i s c u s s i o n  on th e se  v a r i a b l e s  
is to p r e s e n t  an  o v e rv ie w  and is not  in tended  to be a "how to" 
a p p r o a c h .  In add i t ion ,  c o m p r e h e n s i v e  t r e a t m e n t  of the s u b je c t  
m a t t e r  inc luded  u n d e r  e a c h  i m p l e m e n ta t io n  v a r i a b l e  is  beyond the 
scope  of th is  p a p e r .
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the t o ta l  a c t i v i t i e s  r e q u i r e d  to o p e r a t i o n a l i z e  a s t r a t e g i c  p lan .  "In 
a s e n s e ,  th is  d i m e n s i o n  r e f l e c t s  the ' a n a t o m y '  of a f i r m  via  i t s  focus  
on m e c h a n i s m s  and p r o c e s s e s  w h ich  l ink  (both v e r t i c a l l y  and h o r i -
A
zo n ta l ly )  the v a r i o u s  p a r t s  of the o r g a n i z a t i o n .  " Such  a d im e n s io n
in c lu d e s  a n u m b e r  of s u b a c t iv i t i e s  w h ich  w i l l  be d i s c u s s e d  below.
The f i r s t  of th e se  s u b a c t iv i t i e s  d e f in e s  fo r  the f i r m  the
" p a t t e r n  w h ich  jo ins  the p a r t s  of an  o r g a n iz a t io n  to the p u r p o s e s  of
35the  o r g a n iz a t io n  as  a w hole .  " T h e r e  e x i s t s  a n u m b e r  of p a t t e r n s
o r  s t r u c t u r a l  f o r m s  f r o m  w hich  an  o r g a n i z a t i o n  can  c h o o s e .  T h e se
f o r m s  have been d i s c u s s e d  by a n u m b e r  of a u t h o r s ,  inc lud ing  K atz
who n a r r o w s  the s p e c t r u m  down to s ix .  The s ix  o r g a n i z a t i o n a l
f o r m s  th a t  he p r e s e n t s  a r e :
1. The one m a n  s h o w - - a l l  s t r a t e g i c  and  a l l  
o p e r a t i n g  d e c i s io n s  m a d e  c e n t r a l l y  on the 
b a s i s  of f i r s t - h a n d  know ledge .
^ R o b e r t  C. S h i r l e y  and M ic h a e l  H. P e t e r s ,  "A M ethodo logy  
fo r  P o l ic y  C a s e  A n a ly s i s :  An I n t e g r a t i v e  A p p r o a c h "  (p ap e r  p r e s e n t e d  
a t  the A nnua l  M eet ing  of the S ou thw es t  D iv is ion ,  A c a d e m y  of 
M a n a g e m e n t ,  Sp r ing ,  1973), p. 8 .
^ B e r t r a m  M. G r o s s ,  O r g a n i z a t i o n s  and T h e i r  M ean ing  (New 
York :  The F r e e  P r e s s ,  1968), p. 197.
7  Z.
A ls o ,  see  A l f r e d  D. C h a n d le r ,  J r . ,  S t r a t e g y  and S t r u c t u r e  
(C a m b r id g e ,  M a s s .  : MIT P r e s s ,  1962), f o r  a h i s t o r i c a l  p e r s p e c t i v e  
on s t r u c t u r a l  f o r m s  and B r u c e  R. Sco t t ,  "The  I n d u s t r i a l  S ta te :  Old 
M yths  and New R e a l i t i e s ,  " H a r v a r d  B u s i n e s s  R e v ie w , LI ( M a r c h -  
A p r i l ,  1973), pp. 1 33-48,  fo r  a m o r e  r e c e n t  p r e s e n t a t i o n  b a s e d  on 
e x t e n s iv e  r e s e a r c h  cond u c ted  a t  the H a r v a r d  B u s i n e s s  School.
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2. M a n a g e m e n t  t h ro u g h  a s s i s t a n t s - - a l l  s t r a t e g i c  
and  a l l  o p e r a t i n g  d e c i s io n s  m a d e  c e n t r a l l y ,  but 
r e ly in g  a t  l e a s t  in p a r t  on r e p o r t e d  i n fo r m a t io n .
3. F u n c t io n a l  m a n a g e m e n t - s p e c i a l i z e d  o p e r a t in g  
d e c i s io n s  m a d e  by v a r i o u s  fu n c t io n a l  m a n a g e r s ;  
m u l t i fu n c t io n a l  o p e r a t i n g  d e c i s io n s  and a l l  
s t r a t e g i c  d e c i s io n s  m a d e  c e n t r a l l y .
4. G e o g r a p h ic a l  d i s p e r s i o n - - s o m e  o r  a l l  c e n t r a l  
un i t  func t ions  r e p l i c a t e d  in o t h e r  lo c a t io n s .
S p e c ia l i z e d  fu n c t io n a l  o p e r a t in g  d e c i s io n s  m a d e  
c e n t r a l l y  by fu n c t io n a l  m a n a g e r s  and  a d m i n i s t e r e d  
by a s s i s t a n t s  in the u n i t s .  M u l t i fu n c t io n a l  
o p e ra t in g  d e c i s io n s  m a d e  by r e g io n a l  m a n a g e r s .
S t r a t e g i c  d e c i s io n s  and r e s o u r c e  a l lo c a t io n s  
m a d e  c e n t r a l l y .
5. The holding c o m p a n y - - m o s t  s t r a t e g i c  d e c i s io n s  
and a l l  o p e ra t in g  d e c i s io n s  m a d e  in d iv id u a l ly  by 
au to n o m o u s  d iv i s io n s  o r  s u b s i d i a r i e s .
6 . The f r e e - f o r m  c o m p a n y - - a l l  o p e r a t i n g  d e c i s io n s  
m a d e  ind iv idua l ly  by e a c h  d iv is io n .  B r o a d  
s t r a t e g i c  d e c i s io n s  m a d e  c e n t r a l l y ;  d e ta i l e d  
s t r a t e g i c  d e c i s io n s  m a d e  in the u n i t s .  ^
A f i r m ' s  cho ice  on s t r u c t u r a l  f o r m  can  be g r e a t l y  in f luenced
by the p a r t i c u l a r  s t r a t e g i c  p o s tu r e  it is a t t e m p t in g  to a c h ie v e .
C h a n d le r  has  p r o p o s e d  tha t  s t r a t e g y  d e t e r m i n e s  s t r u c t u r e  and that
the l a t t e r  fo l lows the f o r m e r  w i th  s o m e  d e g r e e  of t im e  lag .  Outs ide
m a r k e t  o p p o r tu n i t i e s  and c o m p e t i t iv e  p r e s s u r e  in f luence  s t r a t e g i c
p lans  which ,  in tu rn ,  c a u s e  a change  in o r g a n iz a t io n a l  s t r u c t u r e  to
38ef f ic ien t ly  c a r r y  out the plan .
C lo se ly  r e l a t e d  to and in te rw o v e n  in " the  d e s ig n  of o r g a n i z a ­
t ion th ro u g h  which  the e n t e r p r i s e  is a d m i n i s t e r e d " ^  (or  s t r u c t u r e )
^ K a t z ,  C a s e s  and C o n c e p t s , p. 502.
l O
C h a n d le r ,  S t r a t e g y  and S t r u c t u r e , pp. 14-15.
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a r e  the d i s t r i b u t io n  of func t ions  and a u th o r i t y  and the d e t e r m in a t i o n
of r e p o r t i n g  r e l a t i o n s h i p s  th roughou t  the f i r m .  The f i r s t  of th e se
r e f e r s  to ident i fy ing  the t a s k s  to be p e r f o r m e d  and a s s ig n in g  the
r e s p o n s i b i l i t y  fo r  a c c o m p l i s h in g  th e se  t a s k s  to ind iv idua ls  and 
40g r o u p s .  D is t r i b u t io n s  of f o r m a l  a u th o r i t y  is  then  r e q u i r e d  a m o n g  
those  to w hom  t a s k s  have been  a s s ig n e d .  ^  With a u th o r i t y  and 
r e s p o n s i b i l i t y  def ined ,  r e p o r t i n g  r e l a t i o n s h i p s  m u s t  then  be d ev e lo p ed  
to f a c i l i t a t e  c o o rd in a t io n  and c o n t r o l  o v e r  the v a r i o u s  t a s k s  to be 
p e r fo  r m e d .
The d i s t r i b u t i o n  of  func t ions  and a u th o r i ty  and r e p o r t i n g  
r e l a t i o n s h i p s  have been  d e s c r i b e d  as  taking p lace  w i th in  the f o r m a l  
s t r u c t u r e  tha t  jo ins  the p a r t s  of the o r g a n iz a t io n .  H ence ,  it  fo l lows 
tha t  they too should  be d e s ig n e d  in light  of a c o m p a n y ' s  d i s t in c t iv e  
p u r p o s e s  and unique s t r a t e g y .
The f ina l  su b ac t iv i ty  inc luded  u n d e r  the C 2  v a r i a b l e  o r g a n i ­
z a t io n a l  s t r u c t u r e  is  the d e s ig n  of c o n t r o l  and in fo r m a t io n  s y s t e m s .  
T h e se  a r e  two c lo s e ly  r e l a t e d  and s o m e w h a t  i n s e p a r a b l e  co n c e p t s  in 
th a t  in fo rm a t io n  is a n e c e s s a r y  in g re d ie n t  fo r  e f fec t iv e  c o n t r o l  to 
take  p lace .  ^  H o w ev er ,  the p a r t i c u l a r  view t ak en  h e r e  is  tha t
^ J L e a r n e d  e£ a h  , B u s i n e s s  P o l i c y , p. 577.
4 L . ,Ib id .
42 R ic h a r d  A .  J o h n so n ,  F r e m o n t  E.  K as t ,  and  J a m e s  E.  
R o sen zw e ig ,  The T h e o ry  and M a n a g e m e n t  of S y s t e m s  (New Y ork :  
M c G r a w - H i l l  Book C om pany ,  1967), p. 78. With s o m e w h a t  g r e a t e r
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v a r io u s  a s p e c t s  of m a n a g e m e n t  c o n t r o l  m u s t  be d ev e lo p ed  b e fo re  the 
i n fo r m a t io n  n e c e s s a r y  to e f fe c tu a te  tha t  c o n t r o l  can  be d e t e r m in e d .  
Th is  w i l l  b eco m e  c l e a r e r  a f t e r  the p r o c e s s  of m a n a g e m e n t  c o n t r o l  
h as  been  d e s c r i b e d .
M a n a g e m e n t  c o n t ro l  has  been  def ined  as  a ’’p r o c e s s  by which  
m a n a g e m e n t  t r a n s l a t e s  the o r g a n i z a t i o n ' s  o b je c t iv e s  and s t r a t e g y  
into spe c i f ic  g o a ls  fo r  a t t a in m e n t  by a spe c i f ic  t im e ,  and s e c u r e s  
the e f fec t ive  a c c o m p l i s h m e n t  of th e se  goa ls  in an e f f ic ie n t  
m a n n e r . " ^  In o r d e r  to a c c o m p l i s h  th is  t a s k ,  the p r o c e s s  of 
m a n a g e m e n t  c o n t r o l  invo lves  a n u m b e r  of e l e m e n t s  tha t  " sh o u ld  
follow f r o m ,  and be t a i l o r e d  to,  the p a r t i c u l a r  s t r a t e g y  of the 
o r g a n iz a t io n .  ” 4 4  The p r in c ip a l  e l e m e n t s  include s e t t in g  goa ls  
(g e n e ra l ly  fo r  o p e r a t i o n a l  un i t s ) ,  deve lop ing  y a r d s t i c k s  of p e r f o r ­
m a n c e  (the d im e n s io n  along which  goa ls  a r e  e x p r e s s e d  and s u b s e ­
quen t  p e r f o r m a n c e  m e a s u r e d ) ,  p r in c ip a l  f o r m s  of p lan n in g /b u d g e t in g  
( including o p e r a t io n a l  p la n n in g /  o p e r a t i n g  budget ,  fu n c t io n a l  budge ts ,  
f a c i l i t i e s  p l a n n in g /c a p i t a l  budget ing ,  f in an c ia l  p l a n n i n g / c a s h
a
(continued)  e m p h a s i s ,  t h e se  a u th o r s  s ta te  tha t  " in f o r m a t i o n  
is  the m e d i u m  of c o n t ro l ,  fo r  it i s  the flow of m e a s u r e m e n t  i n f o r m a ­
t ion  and l a t e r  the flow of c o r r e c t i v e  in fo r m a t io n  which  a l low s  a 
c h a r a c t e r i s t i c  o r  condi t ion  to be c o n t ro l l e d .  "
^ R o b e r t  H. C ap lan ,  III, M a n a g e m e n t  C o n t ro l  S y s t e m s , 
C o p y r ig h t  1967 by the P r e s i d e n t  and F e l lo w s  of H a r v a r d  C o l lege  (a 
m a n u s c r i p t  to be pub l i shed  by P r e n t i c e - H a l l ,  I n c . ) ,  p. 1-1.
44I b i d . , p. 1-4.
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budget ing,  l o n g - r a n g e  p lan n in g /b u d g e t in g ,  m a n p o w e r  p lan n in g /  
budgeting),  m e a s u r i n g  p e r f o r m a n c e  via goa ls  and y a r d s t i c k s ,  c o n ­
t r o l  r e p o r t in g  (for  p u r p o s e s  of c o m p a r i s o n  and feedback) ,  and 
inf luenc ing  the b eh a v io r  of m a n a g e r s  ( e sp e c ia l ly  w ith  r e s p e c t  to 
e f fo r t  d i r e c t e d  at  r e a l i z in g  sp ec i f ied  goa ls )  th rough  in c e n t iv e s  f o r  
p e r f o r m a n c e .
It can  be s e e n ,  then,  tha t  the view o f fe red  h e r e  c o n s i d e r s  
the p r o c e s s  of m a n a g e m e n t  co n t ro l  a s  a m a j o r  e l e m e n t  of the 
s t r a t e g i c  a p p a r a t u s .  It  is not only involved with im p o r t a n t  
func t ions  such  as  planning and budget ing ,  but a l s o  with  the c o m p le x  
t a s k  of m e a s u r i n g  p e r f o r m a n c e  and a t t em p t in g  to p rov ide  in c e n t iv e s  
fo r  m a n a g e r s  to p e r f o r m  well .  Th is  wi ll  involve coupl ing  r e w a r d s  
(or  p u n i sh m e n t s )  to the p e r f o r m a n c e  of the m a n a g e r s  via p e r f o r ­
m a n c e  m e a s u r e m e n t s  g e n e r a t e d  by the m a n a g e m e n t  c o n t ro l  
s y s t e m .^ ®  The i n c r e a s e d  co m p le x i ty  of th is  t a s k  is b a s i c a l ly  c a u s e d
45 This  p a r t i c u l a r  f a c e t  of the m a n a g e m e n t  c o n t r o l  s y s t e m  
m u s t  be c lo s e ly  c o o rd in a te d  with  c e r t a i n  a s p e c t s  of the second  
i m p le m e n ta t io n  v a r i a b l e ,  m a n p o w e r  planning and d e v e lo p m en t .
4 ^C ap lan ,  M a n a g e m e n t  C o n t ro l  S y s t e m s , S e g m e n ts  I and V.
47 T h is  v iew is in d i r e c t  a g r e e m e n t  w ith  R o b e r t  N. Anthony,  
John O e a rd e n ,  and R ic h a rd  F .  V anc i l ,  M a n a g e m e n t  C o n t ro l  S y s t e m s : 
C a s e s  and  R ead ings  (Homewood,  I l l in o i s :  R ic h a r d  D. I rw in ,  I n c . ,  
1965), pp. 1-14;  Cap lan ,  M a n a g e m e n t  C o n t ro l  S y s t e m s ; and S t e i n e r ,  
Top M a n a g e m e n t  P l a n n in g , pp. 286-316 .
4 ®Caplan, M a n a g e m e n t  C o n t ro l  S y s t e m s , p. VII-4 .  Th is  
f a c e t  of the m a n a g e m e n t  c o n t ro l  s y s t e m  m u s t  a l s o  be c o o rd in a te d  
with  the second  im p le m e n ta t io n  v a r i a b l e .
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by p s y c h o lo g ic a l  c o n s id e r a t i o n s  tha t  m u s t  be m a d e .  T h e se  c o n s i d e r ­
a t io n s  a r e  p r e s e n t  when  one a t t e m p t s  to in f luence  the b e h a v io r  of 
m a n a g e r s  to p e r f o r m  t a s k s  in a m a n n e r  th a t  is  c o n s i s t e n t  with ,  and 
w i l l  l e ad  to,  a c h iev in g  an o v e r a l l  s t r a t e g y  s e t  f o r t h  by top m a n a g e ­
m e n t .
F i g u r e  111-3 is  a  c o n c e p tu a l  s c h e m e  of  the m a n a g e m e n t  
c o n t r o l  p r o c e s s .  The a r r o w s  connec t ing  the v a r i o u s  e l e m e n t s  of  the 
s c h e m e  can  be thought  of a s  in fo r m a t io n  f lo w s .  T h e se  flows a r e  (for  
the m o s t  p a r t )  f o r  p u r p o s e s  of c o n t r o l  and a r e  only  a  p a r t  of the to ta l  
i n fo r m a t io n  f lows r e q u i r e d  by a b u s in e s s  e n t e r p r i s e  to o p e r a t e  f r o m  
d ay  to day.  ^
E a r l i e r  in th is  c h a p t e r ,  the focus  w as  on the e x t e r n a l  and 
i n t e r n a l  i n f o r m a t i o n  n e c e s s a r y  to m a k e  s t r a t e g i c  d e c i s io n s .  I n f o r m a ­
t ion  in tha t  c a s e  w as  f o r  p u r p o s e s  of f o rm u la t in g  s t r a t e g y .  F o r  this  
s t r a t e g y  to be e f f e c t iv e ly  im p le m e n te d ,  " t h e r e  m u s t  be o r g a n iz a t io n a l  
a r r a n g e m e n t s  to p ro v id e  m e m b e r s  w ith  the i n fo r m a t io n  they  w i l l  
n e e d  to p e r f o r m  t h e i r  t a s k s  and r e l a t e  t h e i r  w o r k  to th a t  of
^ I t  should  be no ted  tha t  the p a r t i c u l a r  in fo r m a t io n  s y s t e m  
r e f e r r e d  to h e r e  is no t  confined to c o m p u t e r i z e d  o p e r a t i o n s ,  but 
in c lu d e s  any type of i n fo rm a t io n  t r a n s m i s s i o n  r e l a t e d  to the s t r a t e g i c  
a p p a r a t u s .  F o r  a d i s c u s s i o n  of c o m p u t e r i z e d  s y s t e m s ,  s e e ,  e . g . ,  
J ohn  D e a r d e n ,  "MIS i s  a M i r a g e ,  " H a r v a r d  B u s i n e s s  R e v ie w . L  
( J a n u a r y - F e b r u a r y ,  1972), pp. 90-99 ;  T h o m a s  R.  P r i n c e ,  I n f o r m a ­
t ion S y s t e m s  f o r  M a n a g e m e n t  P lann ing  and  C o n t r o l  (Homewood,  
I l l in o i s :  R i c h a r d  D. I rw in ,  I n c . ,  1970); and P e r r y  E .  R o so v e ,  
D evelop ing  C o m p u t e r - B a s e d  In fo rm a t io n  S y s t e m s  (New Y ork :  John  
W iley  and  Sons ,  I n c . , 1967).
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C o m p a r i s o n ^ .
I n c e n t iv e s  |1 P lann ing  |
M an ag em e n t
Act ion
A c tu a l  
Re s u i t s  *
C o n t ro l  
Re por t ing
S t r a t e g i c
D ec is io n
S y s t e m
B o u n d ary  of M a n a g e m e n t  C o n t ro l  P r o c e s s  
^ M e a s u r e m e n t  involved ,  r e q u i r i n g  y a r d s t i c k s
SOURCE: A dap ted ,  with  r e v i s i o n ,  f r o m  R o b e r t  H. C ap lan ,  III, 
M a n a g e m e n t  C o n t ro l  S y s t e m s , C o p y r ig h t  1967 by the 
P r e s i d e n t  and F e l lo w s  of H a r v a rd  Col lege  (a m a n u s c r i p t  
to be publ ished  by P r e n t i c e  - H a l l , I n c . ) .  A t ta ch m e n t  1-1.
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o t h e r s .  Th is  r e q u i r e s  i n fo r m a t io n  in the f o r m  of  o b j e c t iv e s  and 
goa ls  flowing dow nw ard  to t a sk  a r e a s  (a v e r t i c a l  d im e n s io n )  and 
h o r iz o n ta l  flows be tween t a s k  a r e a s  fo r  the p u rp o se  of m ak in g  
m u l t i - f u n c t io n a l  (C 3 ) d e c i s io n s .  T h e s e  v e r t i c a l  and h o r i z o n ta l  
flows a r e  r e q u i r e d  to c o o r d in a t e ,  a c t i v a t e ,  and c o n t r o l  the o p e r a ­
t ions  of  the e n t i r e  e n t e r p r i s e  to f a c i l i t a t e  the c a r r y i n g  out  of 
s t r a t e g i c  c h o ic e s .
The four  s u b a c t iv i t i e s  fa l l ing  u n d e r  the i m p le m e n ta t io n  
v a r i a b l e  o r g a n iz a t io n a l  s t r u c t u r e  a r e ,  by n a t u r e ,  i n t e r r e l a t e d .  The 
d e g r e e  to which  these  d im e n s io n s  r e q u i r e  chang ing  o r  r e d e s ig n  
dep en d s  on the e x ten t  of the p a r t i c u l a r  s t r a t e g i c  sh if t .  F o r  
e x a m p le ,  a s t r a t e g y  tha t  c a l l s  f o r  a r e s t r u c t u r i n g  ( e . g . ,  f r o m  
func t iona l  to som e  type of d iv i s io n a l  f o rm )  wil l ,  m o s t  l ike ly ,  r e q u i r e  
c h a n g es  in the d i s t r i b u t io n  of func t ions  and a u th o r i t y ,  r e p o r t i n g  
r e l a t i o n s h i p s ,  and c o n t r o l  and i n fo r m a t io n  s y s t e m s .  O th e r  
s t r a t e g i e s  m a y  r e q u i r e  few c h a n g e s ,  if any,  in the e x i s t in g  a r r a n g e ­
m e n t s .  It can  be s a id ,  then,  tha t  the g r e a t e r  the d i f f e r e n c e  in the 
p r e s e n t  s t r a t e g i c  p o s tu r e  and the p o s tu r e  be ing  sought,  the m o r e
^ L e a r n e d  e t  a l .  , B u s i n e s s  P o l i c y , p. 580.
■^This ,  of c o u r s e ,  a s s u m e s  that  a t  p r e s e n t  th e se  d im e n s io n s  
a r e  p e r f e c t ly  su i ted  to the p r e s e n t  s t r a t e g i c  p o s tu r e .
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r e a l i g n m e n t  tha t  w i l l  p ro b a b ly  take p lace  in  a l l  the d i m e n s io n s  
fa l l ing  u n d e r  o r g a n iz a t io n a l  s t r u c t u r e .  ^ 2
M an p o w e r  P lan n in g  and D e v e lo p m e n t
This  seco n d  v a r i a b l e  of the s t r a t e g i c  a p p a r a t u s  fo c u se s  on 
the people  r e q u i r e d  to c a r r y  out the e n o r m o u s  n u m b e r  of t a s k s  th a t  
a r e  n e c e s s a r y  to i m p l e m e n t  s t r a t e g i c  p la n s .  In m o r e  spec i f ic  
t e r m s ,  it is c o n c e r n e d  w i th  i m p o r t a n t  a s p e c t s  r e l a t e d  to the m a n a g e ­
m e n t  of  h u m a n  r e s o u r c e s .  In th is  f r a m e w o r k ,  th e se  inc lude  planning  
f o r  and deve lop ing  th e se  r e s o u r c e s ,  c o m p e n s a t in g  f o r  t h e i r  s e r v i c e s ,  
and  m o n i to r in g  the e f fec t  tha t  s t r a t e g i c  ch an g e s  have  on t h e i r  jobs  
and  t h e i r  p e r f o r m a n c e .
M an p o w er  p lann ing  has  been  r e f e r r e d  to a s  " the p r o c e s s  of 
d e t e r m in i n g  m a n p o w e r  r e q u i r e m e n t s  and the m e a n s  f o r  m e e t in g  
those  r e q u i r e m e n t s  in o r d e r  to c a r r y  out the i n t e g r a t e d  p lan s  of the
C  1
o r g a n iz a t io n .  1 Th is  r e q u i r e s  tha t  b a s ic  sk i l l  and  ca p a b i l i ty
52In m o s t  c a s e s ,  th is  w i l l  p ro b a b ly  be m o r e  t ru e  fo r  th is  
i m p l e m e n ta t io n  v a r i a b l e  than  fo r  o t h e r s .  Tha t  i s ,  the a c t i v i t i e s  
involved  h e r e  w il l ,  in g e n e r a l ,  be m o r e  s e n s i t i v e  to s t r a t e g i c  
c h a n g e s .  Th is  is b a s ic a l ly  due to the p e r v a s i v e  ro le  tha t  these  
v a r i a b l e s  play  in the o p e r a t i o n s  of the e n t e r p r i s e .
53Br uce P .  C o lem a n ,  "An I n te g r a t e d  S y s t e m  fo r  M an p o w e r  
P l a n n i n g , "  B u s in e s s  H o r i z o n s , XIII (O c to b e r ,  1970), pp. 89-95 ,  
c i ted  in L eon  C. M egg inson ,  P e r s o n n e l : A B e h a v io r a l  A p p r o a c h  to 
A d m i n i s t r a t i o n  (Homewood,  I l l i n o i s :  R ic h a r d  D. I rw in ,  Inc .  , 1972),  
p. 205.
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c h a r a c t e r i s t i c s  be d e t e r m i n e d ,  a s  w e l l  a s  the n u m b e r s ,  loca t ion ,  
and t im ing  of m a n p o w e r  n e e d s .  ^
In t e r m s  of im p le m e n t in g  s t r a t e g y ,  th is  t a s k  w i l l  involve 
d e t e r m in i n g  m a n a g e r i a l ,  a s  w e l l  a s  n o n m a n a g e r i a l ,  n eed s  t h r o u g h ­
out the o r g a n iz a t io n .  C e r t a i n  s t r a t e g i c  changes  m a y  r e q u i r e  new 
m a n a g e r i a l  t a len t  tha t  the f i r m  does  not  p r e s e n t l y  p o s s e s s .  O the r  
c hanges  m a y  depend  m o r e  on a c q u i r in g  a d d i t io n a l  w o r k e r s  of the 
p r e s e n t  (or  h ig h e r )  s k i l l  and c a p a b i l i ty  l e v e l s  a s  th o se  now 
e m p lo y ed .  D e te r m in in g  w hat  c h an g es  a c tu a l ly  w i l l  be r e q u i r e d  
involves  def in ing  s t r a t e g i c  m a n p o w e r  r e q u i r e m e n t s ,  ob ta in ing  an 
in v en to ry  of e x i s t in g  o r g a n i z a t i o n a l  c a p a b i l i t i e s ,  ^  and then m ak in g  
the n e c e s s a r y  m a n p o w e r  c h an g es  r e q u i r e d  to e f f e c t iv e ly  i m p le m e n t  
s t r a t e g y .
B e c a u s e  v e r y  few people  a r e  p e r f e c t l y  s u i t e d  fo r  the jobs  
they w e r e  h i r e d  to p e r f o r m ,  they  u s u a l ly  r e q u i r e  s o m e  d e g r e e  of 
d ev e lo p m e n t .  One a u th o r  has  def ined  p e r s o n n e l  d e v e lo p m e n t  a s  "an  
a t t e m p t  to m a t c h  an  in d iv id u a l ' s  p ro d u c t iv e  c a p a c i ty  w ith  the w o r k  he
^ M e g g i n s o n ,  P e r s o n n e l , p. 205.
^ T h i s  is v e r y  s i m i l a r  to the c a p a b i l i ty  o r  r e s o u r c e  aud i t  
d e s c r i b e d  p r e v io u s ly ,  excep t in g  tha t  the p u r p o s e  of the aud i t  w as  to 
f o rm u la t e  s t r a t e g y  and a p u rp o se  of m a n p o w e r  p lanning  is  to e n s u r e  
that  p e r s o n n e l  a r e  a v a i la b le  to e f fec t iv e ly  i m p l e m e n t  that  s t r a t e g y .
In o th e r  w o r d s ,  top m a n a g e m e n t ' s  s t r a t e g i c  c h o ic e s  m a y  r e q u i r e  an  
add i t ion  to e x i s t in g  sk i l l s  and c a p a b i l i t i e s  in o r d e r  to ach iev e  the 
d e s i r e d  b a lance  b e tw een  e n t e r p r i s e  and e n v i r o n m e n t .
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w i l l  be r e q u i r e d  to do. T h i s ,  in m o s t  c a s e s ,  w i l l  involve a 
c e r t a i n  am o u n t  of t r a in in g  a i m e d  a t  s e c u r i n g  the s k i l l s  and techn iques  
r e q u i r e d  fo r  the job and m a y  include f o r m a l  p r o g r a m s  fo r  m a n a g e r s ,  
a s  w e l l  a s  o th e r  people  in the o rg a n iz a t io n .  i f  p r o p e r l y  d es ig n e d ,  
t h e se  t r a in in g  p r o g r a m s  and o th e r  r e l a t e d  a r e a s  of p e r s o n n e l  
d e v e lo p m e n t  w il l  co n t r ib u te  to a s s u r i n g  tha t  o r g a n i z a t i o n a l  t a s k s  
(including those  d i r e c t ly  r e l a t e d  to im p le m e n t in g  s t r a t e g y )  a r e  
c a r r i e d  out  e f f ic ien t ly  and e f fec t ive ly .
In o r d e r  to a t t r a c t ,  r e t a i n ,  r e w a r d ,  and m o t iv a te  m a n a g e ­
m e n t  p e r s o n n e l  r e q u i r e s  tha t  they be c o m p e n s a t e d  f o r  the s e r v i c e s
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they p e r f o r m .  A c o m p e n s a t io n  p r o g r a m  fo r  th e se  people  would 
include pol icy  r e g a r d i n g  b as ic  s a l a r y ,  incen t ive  c o m p e n s a t io n  
(bonuses ) ,  s to ck  op t ions ,  and e m p lo y e e  benef i t  p r o g r a m s .  M o r e ­
o v e r ,  e a c h  of th e se  can  in so m e  way in f luence  the b e h a v io r  of 
m a n a g e r s  to w a rd  t a s k  p e r f o r m a n c e .
The ex ten t  of th is  in f luence  is a m a j o r  func t ion  of the d e g r e e  
to which  o r g a n iz a t i o n a l  r e w a r d s  a r e  coupled  to p e r f o r m a n c e .  ^  As
^ M e g g i n s o n ,  P e r s o n n e l , p. 299.
57 F o r  a m o r e  c o m p le te  d i s c u s s io n  of the p r o b l e m s  and i s s u e s  
a s s o c i a t e d  with  deve lop ing  n o n m a n a g e r i a l  and m a n a g e r i a l  e m p l o y e e s ,  
s e e ,  e . g . ,  M egg inson ,  P e r s o n n e l , pp. 298-350 .
58 Th is  a l s o  ap p l i e s  to n o n m a n a g e r i a l  p e r s o n n e l .  H o w e v e r ,  the 
m a j o r  focus  h e r e  is on the m a n a g e r i a l  p e r s o n n e l  th a t  have the m a j o r  
r e s p o n s i b i l i t y  fo r  s ee in g  that  s t r a t e g y  is s u c c e s s f u l l y  im p le m e n te d .
59 Cap lan ,  M a n a g e m e n t  C o n t ro l  S y s t e m s , p. V I I - 1.
w as  m e n t io n e d  p r e v io u s ly ,  th is  coupling r e q u i r e s  tha t  c o m p e n s a t io n  
p r o g r a m s ,  and e s p e c i a l l y  incen t ive  c o m p e n s a t io n ,  be c o o r d in a te d  
with  the a d m i n i s t r a t i o n  of the m a n a g e m e n t  c o n t r o l  s y s t e m  and,  
p a r t i c u l a r l y ,  p e r f o r m a n c e  m e a s u r e m e n t s  g e n e r a t e d  by th is  s y s t e m .  
H en ce ,  if p r o p e r l y  d es ig n e d  and coupled  to the m a n a g e m e n t  c o n t r o l  
s y s t e m ,  c o m p e n s a t io n  p r o g r a m s  can  a l s o  be v iew ed  as  a tool  fo r  
in f luenc ing  m a n a g e r s  to p e r f o r m  the t a s k s  and ach ie v e  the goa ls  
r e l a t e d  to the e f fec t ive  im p le m e n ta t io n  of s t r a t e g y .
The r e m a in in g  a r e a  u n d e r  the C 2  v a r i a b l e  m a n p o w e r  planning 
and d e v e lo p m e n t  c o n c e r n s  the e f fec t  tha t  s t r a t e g i c  ch a n g e s  have  on 
the v a r io u s  t a sk  a r e a s  in the o r g a n iz a t io n .  ^0 R e a l ig n m e n t  in e x i s t ­
ing o r g a n iz a t i o n a l  a r r a n g e m e n t s  can  be m o n i t o r e d  to d e t e r m i n e  
w h e th e r  changes  have c r e a t e d  an u n d e s i r a b l e  s ta te  of " ' o r g a n i z a t i o n a l  
s t r e s s ' - - s t r e s s  in s e n t i m e n t s ,  a c t i v i t i e s ,  i n t e r a c t i o n s ,  o r  p e r f o r ­
m a n c e  r e s u l t s ,  "k*
S t r e s s  s i tu a t io n s  m a y  be se t  up o r  c a u s e d  by a n u m b e r  of 
f o r c e s ,  so m e  being e x t e r n a l  and o t h e r s  i n t e r n a l  to the o r g a n iz a t io n .  
H o w e v e r ,  the m a j o r  c o n c e r n  h e r e  is with  the u n d e s i r a b l e  s i tu a t io n s
^ T h i s  concep t  has  been r e f e r r e d  to as  " c o n f ig u ra t io n  
m a n a g e m e n t "  by a u t h o r s ,  inc luding  J .  G ordon  M il l iken  and  E d w a rd  
J .  M o r r i s o n ,  "M a n a g e m e n t  M ethods  f r o m  A e r o s p a c e ,  " H a r v a r d  
B u s i n e s s  R e v ie w , LI ( M a r c h - A p r i l ,  1973), p. 158.
^ R o b e r t  C. S h i r l e y ,  " O r g a n iz a t io n a l  C hange :  A G e n e r a l  
M a n a g e m e n t  P e r s p e c t i v e "  (an u n pub l i shed  p a p e r ) ,  p. 9.
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tha t  o c c u r  a s  a r e s u l t  of s t r a t e g i c  c h an g es  in r e s p o n s e  to e n v i r o n ­
m e n t a l  o r  e x t e r n a l  f o r c e s .  ^2 a  m a j o r  s t r a t e g i c  change (that 
in v o lv e s ,  e . g .  , a m e r g e r  o r  acq u is i t io n )  m a y  c a l l  f o r  r e a l i g n m e n t s  
in e . g . ,  the o rg a n iz a t io n a l  s t r u c t u r e  d im e n s io n .  Th is  c r e a t e s  
change  s i tu a t io n s  with in  the o rg a n iz a t io n  and the p o te n t i a l  f o r  s t r e s s  
s i tu a t io n s  to o c c u r .  The point to be m a d e  is  tha t  s t r a t e g i c  changes  
can  d i s t u r b  the e q u i l i b r i u m  of the o r g a n iz a t io n a l  s y s t e m  and that  
a t t e m p t s  can  be m a d e  to m a in t a in  the s y s t e m  in a s t e a d y - s t a t e  
e q u i l i b r i u m  s i tu a t io n .  A  f i r s t  s t e p  to w a rd  m a in ta in in g  e q u i l i b r i u m  
could  be to c o n s c io u s ly  m o n i to r  the e f fec ts  of such  ch a n g es  so that  
a p p r o p r i a t e  ac t io n s  to w a rd  a l l e v ia t in g  u n d e s i r a b l e  s i tu a t io n s  could 
then  be taken .
P r i c i n g  P o l ic y
The th i rd  im p le m e n ta t io n  v a r i a b l e  in the f r a m e w o r k  o f fe red
h e r e  is  p r ic in g  pol icy .  This  C£ d e c i s io n  v a r i a b l e
r e f e r s  not  to spec i f ic  d e c i s io n s  about  the p r i c e s  of 
e a c h  and e v e r y  p ro d u c t  p ro d u c ed  by a p a r t i c u l a r  
f i r m .  R a t h e r ,  it  r e f e r s  to the b a s ic  p o l ic ie s  
d ev e lo p ed  by g e n e r a l  o r  top m a n a g e m e n t  which 
guide the m o r e  sp ec i f ic  m a r k e t in g  d e c i s io n s  on 
e x a c t  p r i c e s  and d i s c o u n t s .  Such b r o a d  p o l ic ie s
The topic  a d d r e s s e d  h e r e  f a l l s  u n d e r  the scope  of the 
l i t e r a t u r e  tha t  d e a l s  w ith  o r g a n iz a t io n a l  change .  F o r  an  e x c e l l e n t  
d i s c u s s i o n  that  c l a r i f i e s  the m e an in g  of change and p r e s e n t s  a 
f r a m e w o r k  fo r  fa c i l i t a t in g  the m a n a g e m e n t  of change ,  a s  w e l l  a s  
c i t ing  the f o r e m o s t  change l i t e r a t u r e ,  see  S h i r l e y ,  " O r g a n iz a t io n a l  
Change .  "
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a r e  n e c e s s a r y  to e n s u r e  tha t  sp e c i f i c  p r o d u c t  p r i c e s  
a r e  c o n s i s t e n t  w ith  o v e r a l l  f i r m  o b je c t iv e s  and 
r e s o u r c e s . ^ 3
A p a r t i c u l a r  p r ic in g  po l icy  m a y  be d e s ig n e d  p r i m a r i l y  to he lp  
ach ieve  a d i f f e r e n t i a l  advan tage  o v e r  c o m p e t i t o r s ,  o r  i t  m a y  be p a r t  
of a s t r a t e g y  to d i r e c t  the f i r m  to w a rd  a g r e a t e r  g ro w th  r a t e  (in 
t e r m s  of s a l e s ) ,  r e t u r n  on in v e s t m e n t ,  o r  o th e r  m a j o r  o b jec t ive  
tha t  is  p a r t  of a s t r a t e g i c  sh if t .  New p ro d u c t  o f f e r in g s ,  c u s t o m e r  
t a r g e t s ,  o r  g e o g r a p h ic a l  a r e a s  c o n te m p la t e d  by the f i r m  m a y  a l s o  
be coupled  with  ch an g e s  in th is  i m p l e m e n t a t i o n  v a r i a b l e .
T h e se  b r o a d e r  p o l i c i e s  have r a m i f i c a t i o n s  fo r  the e n t i r e  
f i r m  and not  ju s t  m a r k e t i n g  a c t i v i t i e s .  They  a r e  p a r t  of a p r o g r a m  
d e s ig n e d  to d i r e c t  the f i r m  to a p a r t i c u l a r  s t r a t e g i c  p o s tu r e  and 
should  not be con fused  w i th  l o w e r  o r d e r  p r i c in g  d e c i s io n s .
R e s o u r c e  P r o c u r e m e n t  
The f ina l  i m p l e m e n ta t io n  v a r i a b l e  c o n c e r n s  ob ta in ing  the 
funds n e c e s s a r y  to c a r r y  out s t r a t e g i c  p la n s .  ^  Th is  m a j o r  funct ion  
is  p e r f o r m e d  with in  the con f ines  of a d e s i r e d  c a p i t a l  s t r u c t u r e  fo r  
the f i r m .  It invo lves  c h o ic e s  a m o n g  v a r io u s  f inanc ing  a l t e r n a t i v e s ,
^ S h i r l e y  e£ a_l. , The Study of S t r a t e g y , p. 20.
64 The p r o c e s s  of a l lo ca t in g  th e se  funds to v a r i o u s  t a s k  a r e a s  
i s  an  i n t e g r a l  p a r t  of the m a n a g e m e n t  c o n t r o l  s y s t e m  (budget ing)  
d i s c u s s e d  above.
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su ch  a s  i n t e r n a l ,  e x t e r n a l ,  s h o r t - t e r m ,  l o n g - t e r m ,  deb t ,  and  equ i ty  
s o u r c e s  of funds .
Once ag a in ,  the p a r t i c u l a r  s t r a t e g y  is  an i m p o r t a n t  c o n s i d e r a ­
t ion  in th is  d e c i s io n .  C e r t a i n  s t r a t e g i c  changes  ( e .g .  , a m a j o r  
a c q u i s i t io n )  m a y  involve l a r g e r  a m o u n t s  of funds than  o t h e r s  and,  
c o n s e q u e n t ly ,  l i m i t  the s o u r c e s  f r o m  w hich  the funds  c a n  be ob ta ined .  
It shou ld  a l s o  be no ted  tha t  the p r e s e n t  f in a n c ia l  s t a t u s  of  the f i r m  
m a y  a l s o  be a c o n s t r a i n t  on the f in a l  s t r a t e g i c  d e c i s io n s  m a d e  by 
top m a n a g e m e n t .  Tha t  i s ,  due to v a r io u s  r e a s o n s  s t e m m i n g  f r o m  
i n t e r n a l  f in a n c ia l  c h a r a c t e r i s t i c s  of the f i r m  o r  p o s s ib ly  m o n e y  and 
c a p i t a l  m a r k e t  s i t u a t io n s ,  the f i r m  m a y  be in c ap ab le  of ob ta in ing  the 
funds r e q u i r e d  f o r  a m a j o r  s t r a t e g i c  change .
S u m m a r y  R e m a r k s  on S t r a t e g y  I m p l e m e n t a t i o n
T h is  p o r t io n  of the t h e o r e t i c a l  f r a m e w o r k  has  fo cu se d  on the 
v a r i a b l e s  that  m u s t  be a d d r e s s e d  to e f fe c t iv e ly  i m p l e m e n t  s t r a t e g i c  
c h o ic e s .  The d e c i s io n s  tha t  c o m p r i s e d  the s t r a t e g i c  a p p a r a t u s  
in c lu d ed  o r g a n i z a t i o n a l  s t r u c t u r e ,  m a n p o w e r  p lanning  and  d e v e l o p ­
m e n t ,  p r ic in g  po l icy ,  and r e s o u r c e  p r o c u r e m e n t .  The m a j o r  point  
to be m a d e  c o n c e r n in g  th e se  d e c i s io n s  is th a t  they m u s t  be t a i l o r e d  
to, and be c o n s i s t e n t  with ,  f ina l  s t r a t e g i c  c h o ic e s .
It  should  be m a d e  c l e a r  tha t  f o r  this  c o n s i s t e n c y  to r e s u l t  
r e q u i r e s  tha t  the s t r a t e g i c  d e c i s io n  s y s t e m  and the s t r a t e g i c  
a p p a r a t u s  i n t e r a c t  in a t ru e  p r o c e s s  n a t u r e  to f o r m  w hat  w as  r e f e r r e d
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to p r e v i o u s l y  a s  the " s t r a t e g i c  p r o c e s s .  " T h is  p r o c e s s  n a t u r e  
r e f l e c t s  the no t ion  tha t  f o r  r e s u l t s  to a p p r o a c h  o p t im a l i ty ,  the two 
d e c i s io n  c l a s s e s  m u s t  be in h a r m o n y  with  e a c h  o t h e r .  A  w e l l -  
d e s ig n e d  s t r a t e g y  tha t  has  no t  c o n s i d e r e d  v a r i a b l e s  su c h  a s  those  
d i s c u s s e d  above has  a l e s s e r  chan ce  of being s u c c e s s f u l l y  i m p l e ­
m e n te d .  F a c t o r s  su c h  as  s t r u c t u r i n g ,  c o n t ro l l in g ,  i n fo rm in g ,  
p lann ing ,  budget ing ,  r e p o r t i n g ,  t r a in in g ,  c o m p e n s a t in g ,  p r i c in g ,  
and f inanc ing  a r e  an  i n t e g r a l  p a r t  of the im p l e m e n t a t i o n  of a s t r a t e g i c  
plan.
M o r e o v e r ,  im p l e m e n t a t i o n  v a r i a b l e s  can  a l s o  be thought  of 
as  i m p o r t a n t  inpu ts  to s t r a t e g i c  d e c i s i o n s .  ^  The d e g r e e  to which  
the e x i s t in g  c h a r a c t e r i s t i c s  of t h e s e  v a r i a b l e s  c o m p l e m e n t  p o te n t ia l  
s t r a t e g i c  c h a n g e s  c a n  p lay  a p a r t  in the f ina l  s t r a t e g i c  d e c i s io n s .
Tha t  i s ,  top m a n a g e m e n t  m a y  o r  m a y  no t  m a k e  a s t r a t e g i c  m ove  that  
invo lves  r e s t r u c t u r i n g  the o r g a n iz a t io n ,  h i r i n g  new  m a n a g e r i a l  
t a le n t ,  s u b s t a n t i a l l y  a l t e r in g  the ex i s t in g  p r i c in g  po l icy ,  o r  changing  
the f i r m ' s  p r e s e n t  c a p i t a l  s t r u c t u r e .  The f in a l  d e c i s io n ( s )  w i l l  
depend  on m a n y  f a c t o r s ,  inc lud ing  the p r e s e n t  s t r a t e g i c  p o s tu r e  of 
the f i r m  and the d e g r e e  to w hich  im p l e m e n t a t i o n  v a r i a b l e s  need  
a l t e r in g .  The m a j o r  point is  tha t  the f ina l  d e c i s io n s  have in c lu d ed  a
k ^ T h a t  i s ,  they  can  be thought  of a s  p a r t  of the endogenous  
in d ep en d en t  v a r i a b l e s  tha t  c o m p le te  s t r a t e g i c  r e l a t i o n s h i p s  a s  they 
a r e  p r e s e n t e d  in Table  III -1 .
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c o n s id e r a t i o n  of the p r e s e n t  s t a t e  of i m p l e m e n t a t i o n  v a r i a b l e s  and 
the n e c e s s a r y  ch an g es  tha t  m u s t  be m a d e  c o n c e r n in g  th e s e  v a r i a b l e s  
to i m p l e m e n t  s t r a t e g y .
The o v e r a l l  s t r a t e g i c  p r o c e s s  has  an  i m p o r t a n t  ou tpu t  in  the 
f o r m  of fu n c t io n a l  a r e a  o b je c t iv e s  tha t  s e r v e  a s  c o n s t r a i n t s  on a l l  
su b s e q u e n t  d e c i s io n s  and a c t iv i t i e s  in the f i r m .  T h e se  o b je c t iv e s  
(or  g o a l s )  guide the to ta l  e n t e r p r i s e  to w ard  a p a r t i c u l a r  s t r a t e g i c  
p o s t u r e .  In e f fec t ,  they  can  be thought  of a s  the f i r m ' s  s t r a t e g i c  
"g u idance  s y s t e m .  " They  d e r iv e  f r o m  the o v e r a l l  s t r a t e g i c  p r o c e s s  
and s e r v e  to l ink s t r a t e g y  to the to ta l  f i r m .  In m o r e  s p e c i f i c  t e r m s ,  
th e se  o b je c t iv e s  r e s u l t  f r o m ,  f i r s t  of a l l ,  s t r a t e g i c  c h o ic e s  and then  
the m y r i a d  of t a s k s  tha t  m u s t  be p e r f o r m e d  to a c h ie v e  th e se  c h o i c e s ,  
i . e . ,  the i t e r a t i v e  p r o c e s s  tha t  t a k e s  p la ce  b e tw een  s t r a t e g i c  and 
im p le m e n ta t io n  d e c i s io n s .
C h a p t e r  S u m m a r y  
Th is  c h a p t e r  has  p r e s e n t e d  an  a n a ly t i c  v iew  of the s t r a t e g i c  
p r o c e s s  via a d e c i s io n a l  o r i e n ta t i o n .  The c h a p t e r  began  by def in ing  a 
s t r a t e g i c  p r o c e s s  a s  be ing e q u a l  to a s t r a t e g i c  d e c i s io n  s y s t e m  plus  
a s t r a t e g i c  a p p a r a t u s .  This  s t a r t i n g  point  then led  to a d e s c r i p t i o n  
of the p r o c e s s  in t e r m s  of tang ib le  d e c i s io n s  and v a r i a b l e s  to a d d r e s s  
when fo rm u la t in g  and im p le m e n t in g  c o r p o r a t e  s t r a t e g y .
The c h a p t e r  f i r s t  in t ro d u c e d  a s e t  of d e c i s io n s  th a t  def ine  
c o r p o r a t e  s t r a t e g y .  With th ese  d e c i s io n s  a s  a b a s e ,  the r e l a t i o n s h i p
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b e tw een  the f i r m  and  i t s  e n v i r o n m e n t  and  the m a n n e r  by which  
s t r a t e g y  g u id es  the f i r m  and  i t s  a c t i v i t i e s  w as  ex p la in ed .  This  
involved  a d i s c u s s i o n  of i m p l e m e n t a t i o n  v a r i a b l e s ,  the v a r i a b l e s  
tha t  supp ly  the n e c e s s a r y  l ink  b e tw een  s t r a t e g y  and the o p e r a t i o n a l  
a c t i v i t i e s  of the f i r m .  F r o m  the d i s c u s s i o n  of  t h e se  two s e t s  of 
d e c i s io n  v a r i a b l e s  e m a n a t e d  a n u m b e r  of e l e m e n t s  th a t  b e a r  upon 
the s t r a t e g i c  p r o c e s s ,  su c h  as  ob ta in ing  exogenous  and endogenous  
i n f o r m a t i o n  f o r  p u r p o s e s  of m a k in g  s t r a t e g i c  d e c i s io n s  and  s e e k in g  
a b a la n c e  be tw een  the f i r m  and  its  e n v i r o n m e n t ,  t a i l o r in g  the 
v a r i a b l e s  tha t  c o m p r i s e  the s t r a t e g i c  a p p a r a t u s  to the p a r t i c u l a r  
s t r a t e g i c  p o s tu r e  being  sough t ,  the i t e r a t i v e  p r o c e s s  tha t  t ak e s  p lace  
b e tw e en  the two e l e m e n t s  of the s t r a t e g i c  p r o c e s s  to y ie ld  o b jec t iv e s  
th a t  s e r v e  to guide a l l  s u b se q u e n t  d e c i s io n s  and a c t i v i t i e s  of the 
f i r m ,  and the no t ion  tha t  no one d e c i s io n  e x i s t s  wi th in  a v a c u u m  and 
s t r a t e g y  f o r m u l a t i o n  and im p l e m e n t a t i o n  co m bine  to f o r m  a t r u e  
p r o c e s s .
By taking a d e c i s io n a l  o r i e n ta t i o n ,  the c h a p t e r  h a s  d e p ic ted  
s t r a t e g y  a s  a n e tw o r k  of r e l a t i o n s h i p s  co n n ec te d  by a n u m b e r  of 
i n f o r m a t i o n  f low s .  T h e s e  flows have been  b e tw e en  the f i r m  and i t s  
e n v i r o n m e n t  and  be tw een  s t r a t e g y  and the c h a r a c t e r i s t i c s  of the 
f i r m .  In o r d e r  to c o m p le te  a f r a m e w o r k  of e n t e r p r i s e  d e c i s io n  
m a k in g ,  the nex t  c h a p t e r  w il l  r e l a t e  s t r a t e g y  to a c l a s s  of o p e r a t i n g  
d e c i s io n s .  T h is  w il l  r e s u l t  in the id en t i f i c a t io n  of a v e r t i c a l
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r e l a t i o n s h i p  b e tw een  fu n c t io n a l  a r e a  and s t r a t e g i c  d e c i s io n s  and  a 
h o r i z o n ta l  r e l a t i o n s h i p  b e tw e en  d e c i s io n s  a c r o s s  fu n c t io n a l  a r e a s .
The d e c i s io n s  tha t  w i l l  be p r e s e n t e d  a r e  a  c l a s s  tha t  
o p e r a t i o n a l i z e  a f i r m ' s  s t r a t e g y .  They take p lac e  w i th in  the t a s k  
a r e a s  of the f i r m  and a r e  n e c e s s a r y  to d e t e r m i n e  how to p e r f o r m  
the w o r k  tha t  m u s t  be done to a c h ie v e  the o b je c t iv e s  and  g o a ls  that  
have  been  d e r i v e d  f r o m  the f i r m ' s  s t r a t e g y .
C H A P T E R  IV
M U L T I-F U N C T IO N A L  DECISION VARIABLES
The p r e v io u s  c h a p t e r  p r e s e n t e d  the f i r s t  two c l a s s e s  of 
d e c i s io n  v a r i a b l e s  in a c o n c e p tu a l  m o d e l  of e n t e r p r i s e  d e c i s io n  
m a k in g .  T h e s e  two c l a s s e s  i n t e r a c t  in a p r o c e s s  n a t u r e  which
t t
r e s u l t s  in c h o ic e s  on s t r a t e g i c  d e c i s io n s  and the v a r i a b l e s  n e c e s s a r y  
to e f f e c t iv e ly  i m p l e m e n t  those  d e c i s i o n s .  F r o m  th ese  c h o ic e s  and 
i n t e r a c t io n s  e m e r g e  a n u m b e r  of c o n s t r a i n t s  in the f o r m  of o b j e c ­
t iv e s  o r  g o a l s  tha t  s e r v e  to guide the s u b se q u e n t  d e c i s io n s  of the 
e n t e r p r i s e  to w a r d  a c h i e v e m e n t  of a s t r a t e g i c  p o s tu r e .  T h e se  
c o n s t r a i n t s  w e r e  r e f e r r e d  to p r e v i o u s l y  a s  the s t r a t e g i c  gu idance  
s y s t e m .
The th i rd  c l a s s  of v a r i a b l e s  in th is  f r a m e w o r k  have been  
r e f e r r e d  to a s  m u l t i - f u n c t i o n a l  and a r e  a c l a s s  of d e c i s io n s  th a t  
m u s t  be a d d r e s s e d  to o p e r a t i o n a l i z e  a f i r m ' s  s t r a t e g y .  While  C j  
and C 2  v a r i a b l e s  have def ined  the s t r a t e g y  to be sough t  and the 
n e c e s s a r y  gu idance  fo r  the w ork  tha t  has  to be done ,  d e c i s io n s  
a r e  d i r e c t l y  r e l a t e d  to "how to do the w o rk  and how to c o o r d in a t e ,
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when n e c e s s a r y ,  w i th  o th e r  t a s k  a r e a s  . . . T h e s e  d e c i s io n s  
g e n e r a l l y  fa l l  u n d e r  the p u rv ie w  of the v a r i o u s  func t iona l  a r e a s  of 
the f i r m  which ,  in th is  f r a m e w o r k ,  inc lude  m a r k e t i n g ,  p ro d u c t io n ,  
and f inance .  B e fo re  p ro c e e d in g  to e x a m p l e s  of C 3  d e c i s io n s  in e a c h  
of the fu n c t io n a l  a r e a s ,  a g e n e r a l  d i s c u s s i o n  of t h e s e  v a r i a b l e s  wil l  
be p r e s e n t e d .
M u l t i - F u n c t i o n a l  V a r i a b l e s - - An O v erv iew  
It  has  been  p r o p o s e d  tha t  one of the two func t ions  of c o r p o r a t e  
s t r a t e g y  is to c o n s t r a i n ,  as  w el l  a s  supply ,  c o m m o n  p u r p o s e  to a l l  
su b se q u e n t ,  l o w e r  o r d e r  d e c i s io n s  in  the f i r m .  A n a ly t i c a l ly ,  th is  is 
e x p r e s s e d  by the e x i s t e n c e  of C} v a r i a b l e s  a s  independen t  v a r i a b l e s  
in fu n c t io n a l  a r e a  d e c i s io n s  (see  F i g u r e  I I - 1). T h e se  independen t  
v a r i a b l e s  a r e  o b je c t iv e s  and g o a ls  tha t  have been  d e r i v e d  f r o m  the 
s t r a t e g i c  p r o c e s s  e x p la in ed  p r e v io u s ly .   ̂ F o r  e x a m p le ,  c e r t a i n
^ R o b er t  C. S h i r l e y ,  A de l  I. E l - A n s a r y ,  and M ic h a e l  H. 
P e t e r s ,  The Study of S t r a t e g y  and P o l i cy  F o r m a t i o n : A M u l t i -  
F u n c t io n a l  O r i e n t a t io n  (unpubl ished  m a n u s c r i p t ) ,  p. 22.
^A dd i t iona l  t a sk  a r e a s  ( such  as  r e s e a r c h  and d ev e lo p m en t )  
could  e a s i l y  be added  to the f r a m e w o r k ,  but a r e  no t  r e q u i r e d  to 
e x p la in  the b a s ic  c o n cep ts  tha t  a r e  i m p o r t a n t  to i t s  d e v e lo p m e n t .  
C on seq u en t ly ,  the a b s e n c e  of o th e r  fu nc t iona l  a r e a s  does  not  h a m p e r  
in any  way the r a t io n a le  behind th is  a p p r o a c h .
3
As noted  p r e v io u s ly ,  the C j  v a r i a b l e s  e x i s t in g  in t a s k  a r e a  
fu n c t io n a l  r e l a t io n s h ip s  a r e  the func t iona l  a r e a  o b j e c t iv e s  and goa ls  
tha t  have r e s u l t e d  f r o m  the i t e r a t i v e  p r o c e s s  be tw een  C j  and C 2  
v a r i a b l e s .  They a r e  d ep ic ted  a s  C j  v a r i a b l e s  b e c a u s e  s t r a t e g i c  
d e c i s io n s  a r e  the o r ig in  o r  s t a r t i n g  point and  the r e s u l t i n g  c o n s t r a i n t s  
a r e  c o n s i s t e n t  with th e se  d e c i s io n s .  In o th e r  w o r d s ,  the c o n s t r a i n t s
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budgets  th a t  have  r e s u l t e d  f r o m  the i n t e r a c t io n  be tw een  C j  and C% 
v a r i a b l e s  w i l l  c o n s t r a i n  a n u m b e r  of C 3  d e c i s io n s .  In a s i m i l a r  
m a n n e r ,  c e r t a i n  p lans  tha t  have  been  deve loped  to  a c h ie v e  s t r a t e g i c  
ch o ice s  ( e . g . ,  f a c i l i t i e s  p la n s ,  m a n p o w e r  p la n s ,  p ro d u c t io n  output  
p lan s ,  and o th e r  o p e ra t in g  p lan s )  wil l  a c t  a s  g o a ls  to be c o n s id e r e d  
when m a k in g  o p e r a t in g  d e c i s io n s .  F in a l ly ,  p o l i c i e s  ( e . g . ,  p r ic in g  
and wage and s a l a r y  p o l ic ie s )  w i l l  p lace  b o u n d a r i e s  o r  c o n s t r a i n t s  on 
o th e r  func t iona l  a r e a  a c t i v i t i e s .  Th is  v e r t i c a l  flow of c o n s t r a i n t s  
(beginning with  s t r a t e g i c  d e c i s io n s  and  f lowing dow nw ard)  r e l a t e s  
s t r a t e g y  to a l l  d e c i s io n s  in the e n t e r p r i s e  and d i r e c t s  func t iona l  a r e a  
d e c i s io n  m a k in g  to w a rd  ach iev in g  a d e s i r e d  s t r a t e g i c  p o s t u r e .  ^
C la s s  t h r e e  v a r i a b l e s  a l s o  have inc luded  in t h e i r  func t iona l  
r e l a t i o n s h i p s  in dependen t  v a r i a b l e s  th a t  o r ig in a te  in o th e r  func t iona l  
a r e a s .  Th is  r e q u i r e s  that  th e se  v a r i a b l e s  r e c e i v e  inputs  (in the 
f o r m  of c o o p e r a t io n  a n d / o r  in fo rm a t io n )  f r o m  o th e r  t a s k  a r e a s  in 
o r d e r  fo r  th e se  d e c i s io n s  to be m a d e .  Th is  c h a r a c t e r i s t i c  of C 3  
v a r i a b l e s  e x h ib i t s  the func t iona l  a r e a  in t e rd e p e n d e n c y  th a t  r e q u i r e s
^(cont inued)  a r e  the r e s u l t  of a p r o c e s s  th a t  beg ins  with 
s t r a t e g i c  c h o ic e s  even  though the a c tu a l  in d ependen t  v a r i a b le  tha t  
r e s u l t s  m a y  not  r e s e m b l e  the C j  d e c i s io n  in its  b r o a d e r ,  o r ig in a l  
s ta t e .
4
F o r  r e s e a r c h  tha t  s u g g e s te d  a s i m i l a r  r e l a t i o n s h i p  be tw een  
c o r p o r a t e  s t r a t e g y  and o p e ra t in g  d e c i s io n s ,  see  B e r t i n  F .  Nadeau ,  
" C o r p o r a t e  S t r a t e g y  in O p e ra t in g  D e c i s i o n s "  (unpubl ished  D. B .A .  
d i s s e r t a t i o n ,  Indiana U n iv e r s i ty ,  1972).
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tha t  top m a n a g e m e n t  v iew the f i r m  witu  ? s y s t e m a t i c ,  r a t h e r  than  an 
e l e m e n t a l ,  f r a m e  of r e f e r e n c e .
Due, in p a r t ,  to  th is  i n t e rd e p e n d e n t  c h a r a c t e r i s t i c ,  C 3  
v a r i a b l e s  can  a l s o  be v i t a l  inputs  to top  m a n a g e m e n t  in a s s e s s i n g  the 
s t r e n g t h s  and w e a k n e s s e s  of the in t e rd e p e n d e n t  and i n t e r a c t in g  
func t iona l  a r e a s  a s  they p e r f o r m  a s  a uni t .  By viewing c l a s s  t h r e e  
r e l a t i o n s h i p s  and ,  m o r e  s p e c i f i c a l ly ,  the o r ig i n  of the ind ep en d en t  
v a r i a b l e s  in the r e l a t i o n s h i p s ,  i n t e rd e p e n d e n c ie s  b e tw een  t a s k  a r e a s  
b eco m e  m o r e  exp l ic i t .  T h e se  d e c i s io n  i n t e r r e l a t i o n s h i p s  in d ica te  
the d e g r e e  of i n t e r a c t io n  r e q u i r e d  am ong  fu n c t io n a l  a r e a s  to p e r f o r m  
t a s k s  and ac h ie v e  o b je c t iv e s  r e l a t e d  to a p a r t i c u l a r  s t r a t e g i c  plan.
A  high d e g r e e  of i n t e r a c t io n  (connoting d ependency)  with l i t t le  
c o o p e ra t io n  can  w eak en  an  a b i l i ty  to ach ie v e  e n t e r p r i s e  o b j e c t iv e s .
C 3  v a r i a b l e s ,  then,  o f fe r  a m e a n s  to r e c o g n iz e  and a s s e s s  
i n t e rd e p e n d e n c ie s  f o r  the p u rp o se  of f o s t e r in g  c o l l a b o r a t io n  be tween  
h igh ly  d ep e n d e n t  a r e a s  and in c r e a s i n g  p o ten t ia l  f o r  ac h ie v in g  
e n t e r p r i s e  o b je c t iv e s .  This  can  be v i s u a l i z e d  a s  a v e r t i c a l  flow of  
in fo r m a t io n  u pw ard  ( f ro m  t a s k  a r e a s  to s t r a t e g i c  d e c i s io n  m a k e r s )  
r e p r e s e n t i n g  an im p o r t a n t  c o n s id e ra t i o n  o r  input  to c e r t a i n  s t r a t e g i c  
c h o ic e s .  F o r  e x a m p le ,  if a p a r t i c u l a r  s t r a t e g y  is  h igh ly  dependen t  
on the c o o p e r a t io n  be tw een  two o r  m o r e  t a s k  a r e a s ,  s t e p s  m u s t  be 
t aken  to e n s u r e  tha t  the n e c e s s a r y  c o o p e r a t io n  w i l l  e x i s t .  If  th is  
a p p e a r s  to be an im p o s s ib i l i t y ,  top m a n a g e m e n t  m a y  have  to
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s e r i o u s l y  c o n s id e r  a l t e r n a t iv e  s t r a t e g i e s .  The e s s e n t i a l  point  is 
tha t  in s e e k in g  a ba lance  be tw een  the e n t e r p r i s e  and the e n v i r o n m e n t ,  
the ind iv idua l  and c o l le c t iv e  p e r f o r m a n c e  of t a s k  a r e a s  i s  an  i m p o r ­
tan t  c o n s id e ra t i o n .  The d e g r e e  of dep en d en cy  (as in d ica te d  by C 3  
d e c i s io n s )  can  lend c r i t e r i a  fo r  judging th is  p e r f o r m a n c e ,  o r  a t  l e a s t  
in d ica te  p o te n t ia l  t ro u b le  sp o ts  o r  con f l ic t  a r e a s  tha t  m u s t  be 
r e s o lv e d .
The d e c i s io n  i n t e r r e l a t e d n e s s  e x p r e s s e d  by C 3  d e c i s io n s  a l s o  
d e p ic t s  the h o r i z o n ta l  flow of in fo r m a t io n  n e e d e d  to m a k e  th e se  
d e c i s io n s .  F o r  e x a m p le ,  a p ro d u c t io n  d e c i s io n  v a r i a b l e  c o n c e r n in g  
p lan t  c a p ac i ty  w il l  depend  on in fo rm a t io n  inputs  p e r t a in in g  to s a l e s  
f o r e c a s t s  and p h y s ic a l  d i s t r i b u t io n  c a p a b i l i t i e s  ( m a rk e t in g  inpu ts ) ,  
f o r e c a s t e d  t e c h n o lo g ic a l  d e v e lo p m e n t s  co n c e rn in g  f a c i l i t i e s  and  
e q u ip m e n t  (an e n g in e e r in g  o r  r e s e a r c h  and d e v e lo p m e n t  input),  the 
f i r m ' s  c o s t  of c a p i t a l  and  p o ten t ia l  f o r  ob ta in ing  funds ( f inanc ia l  
inpu ts ) ,  a s  w e l l  as  v a r io u s  p ro d u c t io n  inpu ts ,  such  a s  p r e s e n t  and 
f o r e c a s t e d  o p e r a t in g  c o s t s .
The h o r i z o n ta l  flows be tween  t a s k  a r e a s  and the u p w ard  and 
dow nw ard  v e r t i c a l  flows m e n t io n ed  p r e v i o u s l y  a r e  a l s o  an  e x c e l l e n t  
s t a r t i n g  point fo r  e s t a b l i s h in g  the b o u n d a r i e s  and d i r e c t io n  of
C
E v en  though p o te n t ia l  t ro u b le  sp o ts  o r  co n f l ic t  a r e a s  do e x i s t  
w ith  a p a r t i c u l a r  s t r a t e g i c  ch o ice ,  top m a n a g e m e n t  m a y  dec ide  to 
im p l e m e n t  the s t r a t e g y  r e ly ing  on c h an g e s  in,  e . g .  , m a n p o w e r  
a n d / o r  s u b a c t iv i t i e s  of o rg a n iz a t io n a l  s t r u c t u r e  to c o r r e c t  the 
s i tu a t io n .
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o r g a n i z a t i o n  c o m m u n i c a t i o n s .  H e n c e ,  the d e c i s io n  o r i e n t a t i o n  not  
only e x p la in s  the r e l a t i o n s h i p  b e tw e en  s t r a t e g i c  and o p e r a t in g  
d e c i s io n s ,  but is  a l s o  a lo g ic a l  s t a r t i n g  point  f o r  in fo r m a t io n  
s y s t e m  d e s ig n  to s u p p o r t  e n t e r p r i s e  d e c i s io n  m a k in g .
It shou ld  be e m p h a s i z e d  tha t  whi le  C 3  v a r i a b l e s  a r e  l o w e r  
o r d e r  d e c i s io n s  in the f r a m e w o r k ,  they  should  no t  be c o n s i d e r e d  
l e s s  im por tan t .^*  T h e s e  d e c i s io n s  o p e r a t i o n a l i z e  a f i r m ' s  s t r a t e g y  
in the s e n s e  tha t  they  a r e  d i r e c t l y  r e l a t e d  to the p u r c h a s e  of raw  
m a t e r i a l s ,  the m a n u f a c tu r in g  of p r o d u c t s ,  the d i s t r i b u t i o n ,  p r o m o ­
t ion,  and s e l l in g  of p r o d u c t s ,  the r e c e i p t  and d i s b u r s e m e n t  of funds 
f o r  o p e r a t i o n s ,  and the c o o r d in a t io n  of m a n y  o t h e r  a c t i v i t i e s  t h r o u g h ­
out the o r g a n iz a t io n .  In o r d e r  to o p e r a t i o n a l i z e  s t r a t e g y ,  the f i r m  
m u s t  func t ion  to p e r f o r m  a m y r i a d  of t a s k s  and C 3  d e c i s io n s  a r e  key 
v a r i a b l e s  in th is  funct ioning.
The v a r io u s  points  o f fe r e d  in ex p lan a t io n  of C 3  v a r i a b l e s  have 
in d ic a te d  a c lo se  r e l a t io n s h ip  b e tw een  th e se  v a r i a b l e s  and  s t r a t e g i c  
d e c i s i o n s .  B e c a u s e  of th is  c lo se  r e l a t i o n s h i p ,  they a r e  inc luded  in a 
f r a m e w o r k  tha t  is  a t t e m p t in g  to c o n c e p tu a l i z e  the co n c ep t  of  c o r p o r a t e  
s t r a t e g y  and how it is r e l a t e d  to a l l  o t h e r  d e c i s io n s  in the f i r m .
^One could  v e n tu re  to s a y  tha t  at  one t im e  o r  a n o t h e r  a l l  
d e c i s io n s  in a f i r m  a r e  i m p o r t a n t .
? C 4 v a r i a b l e s  a l s o  c o n t r ib u te  to o p e r a t i o n a l i z in g  a f i r m ' s  
s t r a t e g y .  H o w ev er ,  a s  noted  p r e v io u s ly ,  they  a r e  a l o w e r  o r d e r  of 
d e c i s io n  and w il l  be only b r ie f ly  t r e a t e d  in th is  p a p e r .
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The r e m a i n d e r  of th is  c h a p t e r  w i l l  be d evo ted  to p r e s e n t i n g  
so m e  e x a m p l e s  of m u l t i - f u n c t i o n a l  d e c i s io n s  f r o m  m a r k e t i n g ,  
f ina nce ,  and p ro d u c t io n .  The p u r p o s e  is  to m o r e  e x p l i c i t ly  show 
the s t r u c t u r e  of  th ese  d e c i s i o n s ,  t h e i r  r e l a t i o n s h i p  to h ig h e r  o r d e r  
d e c i s io n s ,  and  t h e i r  r e l a t i o n s h i p  to o t h e r  C 3  v a r i a b l e s .  The 
e x a m p le s  a r e  no t  in tended  to be e x h a u s t iv e  and ,  in m o s t  c a s e s ,
g
e x p lan a t io n  w i l l  be kep t  b r i e f .  In  add i t ion ,  the e x a m p l e s  a r e  not  
in tended  to in d ica te  tha t  they  a r e  the m o s t  s ig n i f i c a n t  o r  i m p o r t a n t  
v a r i a b l e s  f r o m  the p a r t i c u l a r  a r e a .  They  have  been  c h o se n  
b a s i c a l ly  b e c a u s e  of  t h e i r  c a p a b i l i ty  to e x e m p l i fy  m u l t i - f u n c t i o n a l  
v a r i a b l e s .
E x a m p l e s  of M u l t i - F u n c t i o n a l  V a r i a b l e s  f r o m  M a rk e t in g
The i m p o r t a n c e  of m a r k e t i n g  to the s u c c e s s f u l  o p e r a t i o n  of a 
b u s in e s s  e n t e r p r i s e  is  a no t ion  that  b e c o m e s  obvious  w hen  one c o n ­
s i d e r s  the func t ions  that th is  t a s k  a r e a  of the f i r m  p e r f o r m s .  ^ In 
b r o a d  t e r m s ,  th is  t a s k  is  to m a t c h  the n e e d s  of c o n s u m e r s  w ith  a 
su i tab le  p r o d u c t  in l ight  of av a i l a b le  r e s o u r c e s  th ro u g h  a p r o c e s s  of 
exchange  tha t  is c o n s i s t e n t  w ith  and  f a c i l i t a t e s  the a c h i e v e m e n t  of
g
Due m a in ly  to the a l m o s t  e n d le s s  n u m b e r  of  m u l t i - f u n c t io n a l  
d e c i s io n  v a r i a b l e s ,  the t a s k  of p r e s e n t in g  a c o m p r e h e n s i v e  l i s t  
would be e n o r m o u s  and beyond the scope  of th is  p a p e r .
9
F o r  a top m a n a g e m e n t  p e r s p e c t i v e  of the i m p o r t a n c e  of 
m a r k e t i n g ,  see  G eo rg e  A .  S t e i n e r ,  Top M a n a g e m e n t  P lan n in g  
(London:  C o l l i e r - M a c m i l l a n  L im i t e d ,  1969), pp. 522-23 .
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e n t e r p r i s e  o b j e c t iv e s .  T h i s  t a s k ,  h o w e v e r ,  m u s t  be p e r f o r m e d  
with in  the c o n s t r a i n t s  im p o s e d  by top m a n a g e m e n t .  T h e se  c o n ­
s t r a i n t s  a r e  b ro a d ly  def ined  by the f in a l  c h o ic e s  on s t r a t e g i c  
v a r i a b l e s .  * *
The following is  the f i r s t  e x a m p le  of a m u l t i - f u n c t i o n a l  
v a r i a b l e  f r o m  m a r k e t in g .  It  is d e p ic te d  in fu n c t io n a l  r e l a t i o n s h i p  
f o r m  and  in c lu d e s  (as in d ep en d en t  v a r i a b l e s )  inpu ts  f r o m  m a r k e t in g ,  
o th e r  t a s k  a r e a s ,  and C j  v a r i a b l e s .  ^
P a ck ag in g  = f (p roduc t  c h a r a c t e r i s t i c s ,  packag ing  o b je c t i v e s ,
f a c i l i t i e s  and e q u ip m e n t ,  e n v i r o n m e n t a l  p r e s s u r e s .  C l  v a r i a b l e s )
P a ck ag in g  d e c i s io n s  begin  w ith  d e t e r m i n i n g  (among o th e r  
th ings)  what  the package  should  b a s ic a l ly  be  ̂o r  do fo r  the p ro d u c t .
l^S ince  the focus  of  th is  f r a m e w o r k  is  on p r o f i t - o r i e n t e d  
m a n u f a c tu r in g  f i r m s ,  the d i s c u s s i o n  w i l l  not  inc lude  the funct ion  of 
m a r k e t i n g  o r  o t h e r  fu n c t io n a l  a r e a s  in public  o r  n o n - p r o f i t  v e n t u r e s .
**It shou ld  be no ted  tha t  s in c e  th is  f r a m e w o r k  i s  b a sed  on 
d e c i s io n  r a t h e r  than  p r o c e s s  i n t e r r e l a t i o n s h i p s ,  the focus  is  on the 
n e c e s s a r y  d e c i s io n s  r a t h e r  than the p a r t i c u l a r  p e r s o n  who m a k e s  
th e m .  In a r e a l  l ife s i tu a t io n ,  fu n c t io n a l  a r e a  m a n a g e r s  m a y  p lay  
an  i m p o r t a n t  ro le  in m a k in g  s t r a t e g i c  c h o ic e s .  H o w e v e r ,  th i s  i s  a 
q u e s t io n  of d e c e n t r a l i z a t i o n  of d e c i s io n  m a k in g  and a c h a r a c t e r i s t i c  
of the p a r t i c u l a r  f i r m  in q u es t io n .
l ^ T h e  in dependen t  v a r i a b l e s  in a l l  C 3  e q u a t io n s  could  be 
e x te n d ed  to inc lude  a v e r y  l a r g e  n u m b e r .  H o w e v e r ,  to  k ee p  the t a s k  
m a n a g e a b l e ,  they have been  l im i te d  to the m o r e  obv ious  inputs  tha t  
m u s t  be c o n s id e r e d .
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The t a s k  of e s t a b l i s h in g  what  the p ackage  should  be o r  do has  been  
r e f e r r e d  to as  the "p ackag ing  c oncep t . "* '*  Th is  concep t  de f ines  w hat  
the m a in  funct ion(s )  of the package  should  be. In tu rn ,  these  func t ions  
m a y  r e f l e c t  c e r t a i n  q u a l i t i e s  about  the p ro d u c t  and  the com pany .
When m ak in g  a packag ing  d ec i s io n ,  c e r t a i n  independen t  
v a r i a b l e s  m u s t  be c o n s id e re d .  Am ong th ese  a r e  the p ro d u c t  m i x  and 
c u s t o m e r  m ix  of the e n t e r p r i s e .  C l e a r l y ,  the c h a r a c t e r i s t i c s  of 
the p r o d u c t  and the m a r k e t s  i t  is  so ld  in p ro v id e  c o n s t r a i n t s  wi th in  
w h ich  the p ackage  m u s t  be deve loped .  C o n seq u en t ly ,  the func t ions  
w h ich  the package  is in tended  to fu lf i l l  a r e  a l s o  dependen t  on the 
p a r t i c u l a r  p ro d u c t  and the m a r k e t  s e r v e d  by the p ro d u c t .  F o r  
e x a m p l e ,  u n d e r  c e r t a i n  s i tu a t io n s  (such  a s  an i n d u s t r i a l  p roduc t ) ,  
the m a j o r  funct ions  (ob jec t ives)  m a y  be p ro te c t io n  and econom y o r  
w hat  m a y  be t e r m e d  a p u r e ly  fu n c t io n a l  package .  O th e r  p ro d u c t  and 
m a r k e t  c h a r a c t e r i s t i c s  m a y  d e m a n d  tha t  the p r i m e  funct ion  of the 
p a ck ag e  be c o n v e n ie n c e , such  a s  e a s e  of opening .  In the c o n s u m e r ' s  
goods  f ie ld ,  the p r i m a r y  func t ion  m a y  be the p ro m o t io n a l  ob jec t ive  
tha t  the package  fu lf i l l s .
**Phi l ip  K o t le r ,  M a rk e t in g  M a n a g e m e n t : A n a l y s i s , P l a n n i n g , 
and  C o n t ro l  (Englewood Clif fs ,  N. J.  : P r e n t i c e - H a l l ,  Inc.  , 1972), 
p. 495.
^ S i n c e  s t r a t e g i c  v a r i a b l e s  a r e  i n t e r r e l a t e d ,  e v e r y  C j  
v a r i a b l e  in f luences  in one way o r  a n o th e r  e a c h  C 3  d e c i s io n .  How­
e v e r ,  when d i s c u s s in g  C 3  v a r i a b l e s ,  only the m o r e  exp l ic i t  
i n f lu en ces  w il l  be m en t io n ed .
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A f te r  m a r k e t i n g  m a n a g e m e n t  has  d ec id e d  on a p a r t i c u l a r  
packag ing  co n cep t ,  the co m p o n en t  e l e m e n t s - - s i z e ,  s h a p e ,  m a t e r i a l s ,  
c o lo r ,  tex t ,  and b r an d  m a r k - - m u s t  be d e t e r m i n e d .  *5 The f ina l  
cho ice  on s o m e  co m p o n e n t  e l e m e n t s  w il l  be in f luenced  by in fo rm a t io n  
c o n c e rn in g  how the p ro d u c t  w il l  be hand led  and  t r a n s p o r t e d ,  in a d ­
d i t ion  to s p e c i f i c  package  r e q u i r e m e n t s  of m i d d l e m e n .  M o r e o v e r ,  
s in ce  d e c i s io n s  on the com ponen t  e l e m e n t s  a r e  of ten i n t e r r e l a t e d  
( e . g . ,  s ize  s u g g e s t s  c e r t a i n  th ings  abou t  m a t e r i a l s ,  m a t e r i a l s  s u g ­
g e s t  c e r t a i n  th ings  about  how the pack ag e  can  be h and led ,  e t c . ) ,  they 
a r e  f r e q u e n t ly  m a d e  by m a r k e t in g  p e r s o n n e l  in co n junc t ion  with  
t e c h n ic a l  s p e c i a l i s t s  c o n n e c te d  with  the p ro d u c t io n  d e p a r t m e n t .
T h e se  t e c h n ic a l  s p e c i a l i s t s  supply  inpu ts  to the d e c i s io n  in t e r m s  
of in fo r m a t io n  c o n ce rn in g  the f a c i l i t i e s ,  e q u ip m e n t ,  and  e x p e r t i s e  
av a i lab le  to fu lf i l l  packaging  n e e d s .  When the p u r p o s e  of the package  
is  p u re ly  fu nc t iona l  ( e .g .  , when p ro d u c t  c h a r a c t e r i s t i c s ,  such  as  
f r a g i l i t y ,  p e r i s h a b i l i t y ,  and weigh t ,  a r e  no t  c r u c i a l ) ,  the packaging  
d e c i s io n  m a y  depend  to a l e s s e r  d e g r e e  on t e c h n ic a l  e x p e r t i s e .  In 
th is  c a s e ,  inpu ts  f r o m  the p ro d u c t io n  d e p a r t m e n t  b e co m e  r e l a t iv e ly  
l e s s  i m p o r t a n t .  ^
l ^ K o t l e r ,  M a rk e t in g  M a n a g e m e n t , p.  495.
^ D e p e n d i n g  on the n a tu r e  of the p ro d u c t ,  the locus  of 
d e c i s io n - m a k i n g  a u th o r i ty  f o r  the packag ing  d e c i s io n  m a y  sh i f t  f r o m  
m a r k e t in g  to p roduc t ion .
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E n v i r o n m e n t a l  p r e s s u r e  f o r  e n v i r o n m e n ta l  p r o t e c t io n  is  an 
a d d i t io n a l  f a c t o r  to be c o n s id e r e d  in a packag ing  d e c i s io n .  W i tn e s s  
the r e c e n t  c o n c e r n  of e n v i r o n m e n ta l i s t s  o v e r  w a s te  packag ing  and 
s o l i d - w a s t e  d i s p o s a l .  ^  This  f a c t o r  m a y  c o m p l i c a t e  the d e c i s io n  by 
fo rc in g  the u se  of a l t e r n a t i v e s  (such  a s  b io d e g ra d a b le  m a t e r i a l s )  
w hich ,  in t u rn ,  m a y  p re c lu d e  the u se  of c e r t a i n  s i z e s ,  s h a p e s ,  
s t r u c t u r e s ,  and even  c o l o r s  of p a r t i c u l a r  p a c k a g e s .
The second  m u l t i - f u n c t io n a l  d e c i s io n  v a r i a b l e  f r o m  m a r k e t in g  
is  c h an n e ls  of d i s t r i b u t io n  and is  d e p ic te d  a s :
C han n e ls  of d i s t r i b u t io n  = f ( c u s t o m e r  c h a r a c t e r i s t i c s ,  p ro d u c t  
c h a r a c t e r i s t i c s ,  m i d d l e m e n  a v a i l a b i l i ty  and c h a r a c t e r i s t i c s ,  
c o m p e t i t o r  and  m a r k e t  i n fo r m a t io n ,  co m p a n y  c h a r a c t e r i s t i c s ,  
f in a n c ia l  r e q u i r e m e n t s ,  C j  v a r i a b l e s )
Many v a r i a b l e s  can  in f luence  and p lay  s o m e  ro le  in d e t e r m i n ­
ing the c h an n e ls  of d i s t r i b u t io n  of the e n t e r p r i s e .  F r o m  a top m a n ­
a g e m e n t  p e r s p e c t i v e  though,  a l a rg e  p o r t io n  of  the c h a n n e l  d e c i s io n  
w i l l  be c o n s t r a i n e d  by o b jec t iv e s  and  g o a ls  r e l a t e d  to the p r o d u c t -  
m a r k e t  scope  and d i f f e r e n t i a l  advan tage  co m p o n e n t s  of s t r a t e g y .
M o re  s p e c i f i c a l ly ,  channe l  d e c i s io n s  w i l l  be g r e a t l y  in f luenced  by 
the p ro d u c t  m ix ,  the m a r k e t s  and m a r k e t  s e g m e n t s  c o n c e n t r a t e d  on,
17See,  f o r  e x a m p le ,  W i l l i am  N. Gunn, " P a c k a g e r s  and the 
E n v i r o n m e n t a l  C h a l l e n g e , "  H a r v a r d  B u s in e s s  R e v ie w , L (Ju lv-  
A ugus t ,  1972), pp. 103-11.
I l l
the g e o g r a p h i c a l  a r e a  the c o m p a n y  p r i m a r i l y  c o m p e t e s  in,  and the 
b a s i s  upon which  the c o m p an y  h a s  c h o s e n  to c o m p e te .  T h u s ,  i n i t i a l  
d i s t r i b u t io n  ch an n e l  d e s ig n  w i l l  be t a i l o r e d  to s t r a t e g i c  d e c i s io n s  
and  s u b se q u e n t  m a j o r  ch an g e s  in ch an n e l  d e s ig n  w i l l  r e s u l t  f r o m  a 
change  in one o r  m o r e  of the fo u r  s t r a t e g i c  d e c i s io n s  m e n t io n e d  
p r e v io u s ly .
Some ad d i t io n a l  d e t e r m i n a n t s  (or  c o n s t r a i n t s )  th a t  m u s t  be 
c o n s id e r e d  when m a k in g  ch an n e l  d e c i s io n s  a r e :  ( 1 ) c u s t o m e r  c h a r a c ­
t e r i s t i c s ,  inc lud ing  the n u m b e r ,  g e o g r a p h i c a l  d i s p e r s i o n ,  p u r c h a s in g  
p a t t e r n s ,  and s u s c e p t ib i l i t y  to d i f f e r e n t  s e l l in g  m e th o d s ;  (2 ) p ro d u c t  
c h a r a c t e r i s t i c s ,  inc lud ing  p e r i s h a b i l i t y ,  bulk,  d e g r e e  of p r o d u c t  
s t a n d a r d i z a t i o n ,  s e r v i c e  r e q u i r e m e n t s ,  and u n i t  va lue ;  (3) m i d d l e ­
m a n  c h a r a c t e r i s t i c s ,  inc lud ing  the s t r e n g t h s  and  w e a k n e s s e s  of the 
i n t e r m e d i a r i e s  handl ing  the t a s k s ;  (4) c o m p e t i t iv e  c h a r a c t e r i s t i c s ,  
e s p e c i a l l y  the c h an n e ls  tha t  c o m p e t i t o r s  u s e ;  (5) c o m p a n y  c h a r a c ­
t e r i s t i c s ,  inc luding  s i z e ,  f in a n c ia l  s t r e n g t h ,  and  p a s t  c h a n n e l  
e x p e r i e n c e ;  and (6 ) e n v i r o n m e n t a l  c h a r a c t e r i s t i c s ,  inc lud ing  e c o n o m ­
ic cond i t ions  and lega l  r e g u la t io n s  and  r e s t r i c t i o n s .
It c an  be r e a d i l y  s e e n  tha t  ch anne l  d e c i s io n s  a r e  a c t e d  upon 
w i th in  the b o u n d a r i e s  s e t  by s t r a t e g i c  d e c i s i o n s .  T hey  have def ined  
the e n v i r o n m e n t  w ith in  which  the ch an n e l  m u s t  o p e r a t e .  In e x a m in in g  
o th e r  d e t e r m i n a n t s  of this  d e c i s io n ,  i t  is  e v id e n t  tha t  p ro d u c t io n
18 K o t le r ,  M a rk e t in g  M a n a g e m e n t , pp. 566-68 .
112
s u p p l i e s  one of the m u l t i - f u n c t io n a l  a s p e c t s  of the v a r i a b l e .  P e r ­
i s h a b i l i t y ,  bulk, and  s e r v i c e  r e q u i r e m e n t s  a r e ,  in m o s t  c a s e s ,  
c a p a b le  of be ing in f luenc ed  to som e  d e g r e e  by p ro d u c t io n .
A n o th e r  m u l t i - f u n c t i o n a l  a s p e c t  of th is  C 3  d e c i s io n  i s  the 
f in a n c i a l  r e q u i r e m e n t s  n e c e s s a r y  to su p p o r t  c e r t a i n  ch a n n e l  
s t r u c t u r e s .  T h is  r e q u i r e m e n t  w il l  v a r y  a c c o r d in g  to w h e th e r  the 
m a n u f a c t u r e r  d e c id e s  to p e r f o r m  c e r t a i n  func t ions  h i m s e l f  ( e . g .  , 
w h o le s a l in g )  o r  s e c u r e s  ch an n e l  i n t e r m e d i a r i e s  to p e r f o r m  the ta sk .  
In  e i t h e r  c a s e ,  h o w e v e r ,  t h e r e  wil l  e x i s t  f in a n c ia l  c o n s i d e r a t i o n s  in 
o r d e r  to,  f i r s t  of  a l l ,  m a k e  the p a r t i c u l a r  ch an n e l  d e c i s io n  and,  
s e c o n d ly ,  to s u p p o r t  the s u b s e q u e n t  o p e r a t i o n s  of the channe l .
The th i rd  m u l t i - f u n c t i o n a l  d e c i s io n  v a r i a b l e  is p r o m o t io n  and,  
in i ts  an a ly t ic  f o r m ,  is  d ep ic ted  a s :
P r o m o t i o n  = f ( f inanc ia l  c o n s i d e r a t i o n s ,  p r o d u c t  and c u s t o m e r  c h a r ­
a c t e r i s t i c s ,  p r o d u c t io n  v o lu m e ,  ch anne l  c a p a c i ty ,  C j  v a r i a b l e s )
P r o m o t i o n  is a v a r i a b l e  tha t  inc ludes  a d v e r t i s i n g ,  s a l e s  
p r o m o t io n ,  p e r s o n a l  s e l l in g ,  and pub l ic i ty  e f f o r t s .  The im p o r t a n c e  
of a d v e r t i s i n g  l i e s  in the fac t  tha t  i t  is  an e f fec t ive  way to p r e s e n t  
i n f o r m a t i o n  to p o ten t ia l  b u y e r s ,  it  can  be p e r s u a s i v e  to s o m e  ex te n t ,
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and it  can  a l s o  r e i n f o r c e  and p o s s ib ly  c r e a t e  p r e f e r e n c e  f o r  c o m p a n y  
p r o d u c t s .  ^
A d v e r t i s i n g  b e c o m e s  b e w i ld e r in g ,  h o w e v e r ,  when the f i r m  
a t t e m p t s  to d e t e r m i n e  the e f f e c t s  th a t  it  a c tu a l ly  h a s  on s a l e s  and the 
am o u n t  of funds to a l lo c a te  to a d v e r t i s i n g  e x p e n d i t u r e s .  A l though  
t h e r e  have  b een  so m e  m o d e l s  deve lo p ed  tha t  a t t e m p t  to m e a s u r e  the 
e f f e c t s  of a d v e r t i s i n g  on s a l e s  and thus  h e lp  d e t e r m i n e  a d v e r t i s i n g  
bu d g e ts ,  fo r  the m o s t  p a r t ,  f i r m s  tend to r e l y  on s im p le  r u l e s ,  su c h  
a s  a p e r c e n t a g e  of s a l e s  o r  an am o u n t  the co m p an y  can  a f fo rd .  ^ 0
In add i t ion  to d e t e r m in i n g  the am o u n t  of m o n e y  to a l l o c a t e  to 
a d v e r t i s i n g ,  the d e c i s io n  a l s o  invo lves  c o n s id e r in g :
What m e s s a g e  and m o d e  of p r e s e n t a t i o n  shou ld  be u s ed ?
What m e d ia  should  be u s e d ?
2 1How should  the a d v e r t i s i n g  be p h ased  d u r in g  the y e a r ?
When m a k in g  th e s e  d e c i s io n s ,  the o b je c t iv e ( s )  th a t  the a d v e r t i s i n g  is 
in tended  to a c c o m p l i s h  should  be kep t  in m in d .  Some of the p o s s ib le  
o b j e c t iv e s  o r  t a s k s  m ig h t  be:
1) To c r e a t e  o r  point out a n ee d ,
2) To l ink the n eed  to the p o s s ib i l i t y  of fu lf i l l ing  it  w i th  a 
g e n e r a l  p ro d u c t ,
^ S e e ,  fo r  e x a m p le ,  S tephen  A. G r e y s e r ,  " A d v e r t i s in g :  
A t t a c k s  and  C o u n t e r s , "  H a r v a r d  B u s i n e s s  R e v ie w , L ( M a r c h - A p r i l ,  
1972), pp. 2 2 -2 8 ,  140-46.
^ P h i l i p  K o t le r ,  M a rk e t in g  D ec is io n  M a k in g : A M ode l  B u i ld ­
ing A p p r o a c h  (New York:  Holt ,  R i n e h a r t  and W inston ,  1971), p. 428.
^ K o t l e r ,  M a rk e t in g  M a n a g e m e n t , p. 6 6 6 .
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3) To d i f f e r e n t i a t e  the p a r t i c u l a r  p ro d u c t  and  the co m p an y  
f r o m  o th e r  p ro d u c t s  which  m a y  s a t i s f y  the need  a p p r o x i ­
m a t e l y  w e l l ,  o r
4) To co n n ec t  the p a r t i c u l a r  p ro d u c t  w ith  the p lace  and 
cond i t ions  u n d e r  w hich  it  can  be ob ta ined .  ^
S a le s  p r o m o t io n  c an  be d e s c r i b e d  a s  a n u m b e r  of tools  
d i r e c t e d  a t  d i f f e r e n t  peop le ,  f r o m  the m a n u f a c t u r e r ' s  own s a l e s  f o r c e  
to the f ina l  c o n s u m e r  and inc luding  people  in be tw een .  E x a m p l e s  of 
s a l e s  p r o m o t io n  tools  a r e :  s a m p l e s ,  coupons ,  and  m o n e y  re fund  
o f fe r s  d i r e c t e d  at  c o n s u m e r s ;  f r e e  goods ,  m e r c h a n d i s e  a l lo w a n c e s ,  
and d e a l e r - l i s t e d  p r o m o t io n  d i r e c t e d  a t  the t r a d e ;  and b o n u se s ,  s a l e s  
f o r c e  c o n t e s t s ,  and s a l e s  m e e t in g s  d i r e c t e d  a t  the f i r m ' s  own s a l e s  
f o r c e .
P e r s o n a l  s e l l in g  m a y  take s e v e r a l  f o r m s ,  am o n g  th e m  being 
f ie ld  s e l l in g ,  r e t a i l  s e l l in g ,  and execu t iv e  s e l l in g .  F u r t h e r m o r e ,  
p e r s o n a l  s e l l in g  has  c e r t a i n  q u a l i t i e s  tha t  d i s t i n g u i s h  i t  f r o m  o th e r  
c o m p o n e n ts  of the p ro m o t io n  m ix ,  su c h  a s :
1. P e r s o n a l  C o n f r o n ta t i o n . P e r s o n a l  s e l l in g  in v o lv es  an 
a l i v e ,  i m m e d i a t e ,  and i n t e r a c t iv e  r e l a t io n s h ip  be tw een  
two o r  m o r e  p e r s o n s .
2. C u l t iv a t io n . P e r s o n a l  se l l ing  p e r m i t s  a l l  k inds  of 
r e l a t i o n s h i p s  to s p r in g  up, r an g in g  f r o m  a m a t t e r - o f - f a c t  
s e l l in g  r e l a t i o n s h i p  to a d e e p  p e r s o n a l  f r i e n d s h ip .
^ E d m u n d  D. M c G a r r y ,  "T h e  P r o p a g a n d a  F u n c t io n  in M a r k e t  
ing"  (Nat ional  Q u a r t e r l y  P u b l ic a t io n  of the A m e r i c a n  M a rk e t in g  
A s s o c i a t i o n ) ,  J o u r n a l  of M a r k e t i n g , XXIII (O c tober ,  1958), pp. 131- 
39.
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3. R e s p o n s e . P e r s o n a l  s e l l in g ,  in c o n t r a s t  w i th  a d v e r t i s in g ,  
m a k e s  the b u y e r  f e e l  u n d e r  so m e  ob l ig a t io n  f o r  having 
l i s t e n e d  to the s a l e s  t a lk  o r  us ing  up the s a l e s m a n ' s  
t im e .  23
P r o d u c t  pub l ic i ty  has  been  def ined  a s  the a c t iv i ty  " fo r  s e c u r i n g  
e d i t o r i a l  s p a c e ,  a s  d iv o rc e d  f r o m  paid  s p a c e ,  in a l l  m e d ia  r e a d ,  
v iewed ,  o r  h e a r d  by a c o m p a n y ' s  c u s t o m e r s  and p r o s p e c t s ,  f o r  the 
spec i f i c  p u rp o se  of a s s i s t i n g  in the m e e t in g  of s a l e s  g o a l s .  "24 
P u b l i c i ty  can  have f a r  r e a c h in g  e f fe c t s  in t e r m s  of m e d i a  c o v e ra g e  a t  
r e l a t iv e ly  l i t t le  c o s t  to the c o m p an y .  B e c a u se  of th i s ,  m a n y  f i r m s  
have p laced  g r e a t e r  e m p h a s i s  on th is  co m p o n en t  of the p ro m o t io n  m ix  
in the f o r m  of publ ic  r e l a t i o n s  a g e n t s .  T h e se  ag e n ts  c an  t a i l o r  public 
r e l a t io n s  r e l e a s e s  to fi t  the v a r i o u s  t a r g e t  m a r k e t s  and c u s t o m e r s .
Some of the d i s t in c t iv e  q u a l i t i e s  of pub l ic i ty  a r e :
1. High v e r a c i t y . News s t o r i e s  and f e a t u r e s  s e e m  to m o s t  
r e a d e r s  to be a u th e n t i c ,  m e d i a - o r i e n t e d  r e p o r t s .  T h e r e ­
f o r e ,  r e a d e r s  a r e  l ik e ly  to r e g a r d  news  s t o r i e s  about  
p r o d u c t s  and  c o m p a n ie s  as  having  a h i g h e r  d e g r e e  of 
v e r a c i t y  than i f  they  ca m e  a c r o s s  a s  s p o n s o r e d  by a s e l l e r .
2. Off g u a r d . P u b l ic i ty  can  r e a c h  m a n y  po ten t ia l  b u y e r s  who 
o th e r w i s e  avo id  s a l e s m e n  and a d v e r t i s e m e n t s .  This  is
2  7
Sidney J .  Levy ,  " P r o m o t i o n a l  B e h a v io r ,  " C h a p te r  8  in 
M a n a g e r i a l  A n a ly s i s  in M a r k e t i n g , ed .  by F r e d e r i c k  D. S tu rd iv a n t  
e t a l .  (Glenview, 111. : Scot t ,  F o r e s m a n  and C o m p an y ,  1970), pp. 
420 -22 .  C i ted  in K o t le r ,  M a rk e t in g  M a n a g e m e n t , p. 640.
^ G e o r g e  B lack ,  P l a n n e d  I n d u s t r i a l  P u b l i c i ty  (Chicago:
P u t n a m  P u b l i sh in g ,  1952), p. 3. C i ted  in A r t h u r  M. M e r i m s ,  
" M a r k e t i n g ' s  S tepch i ld :  P r o d u c t  P u b l i c i t y , "  H a r v a r d  B u s in e s s  R e v ie w , 
L  ( N o v e m b e r - D e c e m b e r ,  1972), p.  107.
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b e c a u s e  the m e s s a g e  is  pack ag ed  in a way tha t  g e ts  to h i m  
as  new s  r a t h e r  than  a s  a s a l e s - d i r e c t e d  c o m m u n ic a t io n .
3. D r a m a t i z a t i o n . P u b l i c i ty  h a s ,  l ike a d v e r t i s i n g ,  a 
po ten t ia l  fo r  d r a m a t i z i n g  a c o m p a n y  o r  p roduc t .^®
When m ak ing  d e c i s io n s  on the v a r io u s  p ro m o t io n a l  a c t i v i t i e s  
d i s c u s s e d  p re v io u s ly ,  a n u m b e r  of in d ependen t  v a r i a b l e s  m u s t  be 
c o n s id e r e d .  F i r s t  of a l l ,  the budget ing  p r o c e s s  m a y  be the c o n s t r a i n ­
ing f a c t o r  on a l l  p ro m o t io n a l  a c t i v i t i e s .  F o r  e x a m p le ,  how top 
m a n a g e m e n t  has  c h o sen  to a l lo c a te  funds to a d v e r t i s i n g  w il l  a f fec t  the 
cho ice  o f  m e d i a  which,  in tu rn ,  m a y  a f fec t  the m e s s a g e  and m o d e  of 
p r e s e n t a t i o n .  In add i t ion ,  a s m a l l e r  budget  m a y  c a l l  fo r  only one 
a d v e r t i s i n g  c a m p a ig n  w h ere  a r e l a t i v e ly  l a r g e r  budget  ( c e t e r i s  
p a r ib u s )  m a y  ca l l  fo r  a n u m b e r  of c a m p a ig n s  th roughou t  the y e a r  
(p laced m o n th ly  o r  weekly) .  S ince  budgets  a r e  a funct ion of s a l e s  
vo lum e  which  in f luences  p ro d u c t io n  output,  p ro d u c t io n  in con junc t ion  
w i th  the ca p a c i ty  of the channe l  to handle  the output  a r e  ad d i t io n a l  
inpu ts  to th is  m u l t i - f u n c t io n a l  d e c i s io n .
A dd i t iona l  a d v e r t i s i n g  c o n s id e r a t i o n s  (such  a s  the m e s s a g e  
and m o d e  of p r e s e n ta t i o n  and,  to so m e  ex te n t ,  the choice  of m e d ia )  
a r e  a l s o  a funct ion  of (a) the p ro d u c t ,  (b) the s p ec i f ic  ty p es  and 
c h a r a c t e r i s t i c s  of the po ten t ia l  b u y e r s  of the p ro d u c t ,  and (c) w h e re  
t h e s e  po ten t ia l  c u s t o m e r s  a r e  lo ca te d  g e o g r a p h ic a l ly .  The m e s s a g e  
con ten t  m a y  a l s o  be a function of the b a s i s  upon which  the com pany
“ K o t le r ,  M a rk e t in g  M a n a g e m e n t , p. 649.
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has  c h o se n  to co m p e te  (d i f f e re n t i a l  advan tage ) .  F o r  e x a m p le ,  if  a 
d i f f e r e n t i a l  advan tage  is qua l i ty ,  this  f a c t o r  m a y  be s t r e s s e d  in 
a d v e r t i s e m e n t s .
Since p e r s o n a l  s e l l in g  and  pub l ic i ty  a r e  a i m e d  a t  the s a m e  
t a r g e t  c u s t o m e r s  and m a r k e t s  and o v e r a l l  p u r p o s e s  a r e  in c lo se  
a g r e e m e n t ,  they a r e  in f luenced  by c o n s t r a i n t s  s i m i l a r  to those  of 
a d v e r t i s in g .  T h is  in c lu d es  the to ta l  a m o u n t  of funds  a l lo c a te d  to 
p ro m o t io n a l  e f f o r t s .  M o r e o v e r ,  th is  d e t e r m i n a n t  w i l l  be an 
im p o r t a n t  f a c t o r  c o n c e rn in g  the i n i t i a l  b reak d o w n  on the am o u n t  of 
funds a v a i lab le  fo r  e a c h  p r o m o t io n a l  a c t iv i ty .  A f te r  th is  b reakdow n 
has  been d e t e r m i n e d ,  m a n a g e m e n t  can  then  begin  to  s t r u c t u r e  the 
sp ec i f ic  p r o m o t io n a l  t a s k s  to be c a r r i e d  out.
The l a s t  m u l t i - f u n c t io n a l  v a r i a b l e  to be c o n s i d e r e d  f r o m  
m a r k e t in g  is p r ic in g .  The func t iona l  r e l a t i o n s h i p  f o r  this  v a r i a b l e  
is  d ep ic te d  a s :
P r i c i n g  = f (p roduc t  c h a r a c t e r i s t i c s ,  p ro d u c t io n  c o s t s ,  p r ic in g  
o b je c t iv e s ,  f in a n c ia l  c o n s id e r a t i o n s ,  a l lo w a n c e s  and d e a l s ,  
m a r k u p s ,  d i sc o u n t  s t r u c t u r e ,  C j  v a r i a b l e s )
The m o s t  c o m m o n  a p p r o a c h e s  to p r ic in g  found in the l i t e r a t u r e  
inc lude  c o s t - o r i e n t e d  a p p r o a c h e s ,  d e m a n d - o r i e n t e d  a p p r o a c h e s ,  
c o m p e t i t i o n - o r i e n t e d  a p p r o a c h e s ,  "b a l l  p a r k "  p r ic in g ,  p ro d u c t  l ine 
p r ic in g ,  and fo r  a new p ro d u c t ,  s k im m in g  and p e n e t r a t i o n
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p r i c in g .  ^ 6  U n d e r ly in g  e a c h  a p p r o a c h  is the f a c t  t h a t  t h e r e  a r e  
c e r t a i n  d e t e r m i n a n t s  of p r i c in g  tha t  the m a r k e t e r  h a s  no  c o n t r o l  
o v e r ,  n a m e l y ,  the f ixed and v a r i a b l e  c o s t s  of p r o d u c t io n .  ^7 T h e se  
c o s t s  a r e  a func t ion  of the d e s ig n  of the p r o d u c t  and a l l  the i n h e r e n t  
p r o d u c t  c h a r a c t e r i s t i c s ,  inc lud ing  qua l i ty ,  m a t e r i a l ,  s i z e ,  s h a p e ,  
and  so  on. H en ce ,  they r e p r e s e n t  a f lo o r  o r  m i n i m u m  p r ic e  th a t  
m u s t  be c h a r g e d  f o r  the good if  the f i r m  is to r e c o v e r  the c o s t s  
i n c u r r e d  to m a k e  the p ro d u c t .
A l lo w a n c e s  and d e a l s ,  d i s t r i b u t o r  and r e t a i l e r  m a r k u p s ,  and 
d i s c o u n t  s t r u c t u r e  a r e  a d d i t io n a l  c o s t s  (on top of p r o d u c t io n  c o s t s )  
tha t  m u s t  be inc luded  b e fo re  the f in a l  p r i c e  of the p r o d u c t  is  d e t e r ­
m in e d .  They  a r e  only  a p o r t i o n  of  the t o ta l  c o s t  of the p r o d u c t  and 
a r e  d e t e r m i n e d  wi th in  the b o u n d a r i e s  of the c o s t  f lo o r  ( se t  by 
p r o d u c t io n )  and the p r i c in g  po l icy  d e v e lo p e d  by top m a n a g e m e n t .  The 
p r ic in g  po l icy  (as  ex p la in e d  in the p r e v io u s  c h a p t e r )  w i l l  be e x p r e s s e d  
in  t e r m s  of  def ined  p r i c in g  o b je c t iv e s  fo r  m a r k e t i n g .  F o r  e x a m p le ,  
a s tudy  of twenty  of the l a r g e s t  c o r p o r a t i o n s  in the United  S ta te s  
found tha t  the m o s t  t y p ic a l  o b j e c t iv e s  c i t e d  w e r e :  ( 1 ) p r i c in g  to 
a c h ie v e  a t a r g e t  r e t u r n  on i n v e s t m e n t ,  (2 ) s t a b i l i z a t i o n  of p r i c e  and
^ M a r k  I. A lp e r t ,  P r i c i n g  D e c i s io n s  (Glenview.  111. : S co t t ,  
F o r e s m a n  and  C om pany ,  1971).
2 ? T a x e s ,  building and  e q u ip m e n t  d e p r e c i a t i o n ,  p o w er ,  h ea t  
and l igh t ,  m a t e r i a l s ,  and l a b o r  a r e  a few of th e se  c o s t s .
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m a r g i n ,  (3) p r i c in g  to r e a l i z e  a t a r g e t  m a r k e t  s h a r e ,  and (4) p r ic in g  
to p r e v e n t  o r  m e e t  c o m p e t i t io n .  ^ 8
If t h e se  p r ic in g  o b je c t iv e s  a r e  to be a c h ie v e d ,  the c o s t  
i n c u r r e d  by p r o d u c t io n  m u s t  be c o n s i d e r e d  b e fo re  a d d i t io n a l  c o s t s  
a r e  a d d e d .  T h a t  i s ,  in a l l  o b je c t iv e s  e x c e p t  n u m b e r  t h r e e ,  d e c i s io n s  
on a l l o w a n c e s  and d e a l s ,  d i s t r i b u t o r  and  r e t a i l e r  m a r k u p s ,  and d i s ­
count  s t r u c t u r e  m u s t  be m a d e  in l igh t  of  (a) the c o s t  to p roduce  the 
p r o d u c t  and  (b) the se l l in g  p r i c e  n e c e s s a r y  to a c h iev e  a t a r g e t  r e t u r n ,  
a s ta b le  p r i c e  and m a r g i n ,  o r  a p r i c e  tha t  m e e t s  o r  p r e v e n t s  c o m p e ­
t i t ion .  E v e n  with  p r i c in g  to r e a l i z e  a s ta b l e  m a r k e t  s h a r e ,  i t  c a n  be 
a r g u e d  tha t  a c o n s t r a i n t  e x i s t s  in the f o r m  of p r i c in g  to r e a l i z e  a 
s h a r e  of the m a r k e t  w i thou t  i n c u r r i n g  a l o s s .  T h i s ,  ag a in ,  would 
s e t  de f in ab le  l im i t s  on the m a g n i tu d e  of c o s t  a s s o c i a t e d  w ith  the p r i c e  
v a r i a b l e s .
It  shou ld  be c l e a r ,  then ,  tha t  d e c i s io n s  on p r i c e  m u s t  be m a d e  
w i th in  the l i m i t s  s e t  by p r o d u c t io n  c o s t s  and the p r i c in g  o b je c t iv e s  
s e t  by top m a n a g e m e n t .  T h e s e  l i m i t s  def ine  an  a l lo w ab le  am o u n t  tha t  
c a n  be s p e n t  on a l lo w a n c e s  and  d e a l s ,  d i s t r i b u t i o n  and r e t a i l e r  m a r k ­
u p s ,  and d i s c o u n t  s t r u c t u r e .
Som e m ig h t  a rg u e  tha t  the f ina l  p r i c e  of a p r o d u c t  i s ,  at  
t i m e s ,  d i c t a t e d  by the n e c e s s i t y  to  d i s t r i b u t e  the p ro d u c t  th ro u g h
^®Rober t  F .  L a n z i l lo t t i ,  " P r i c i n g  O b je c t iv e s  in L a rg e  
C o m p a n ie s ,  11 A m e r i c a n  E c o n o m ic  R e v ie w , XLVTII (D e c e m b e r ,  1958) ,  
pp. 9 2 1 - 4 0 .
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c e r t a i n  c h a n n e l s  of d i s t r i b u t i o n .  T h i s  m a y  p o s s ib ly  be the c a s e ,  but 
if  the co m p a n y  is  a d h e r i n g  to s t r i c t  p r i c in g  o b je c t i v e s ,  the ch anne l  
w i l l  be a l t e r e d  to m e e t  the o b j e c t iv e s .
I t  c a n  be co n c lu d ed  th a t  p r i c in g  is d ep en d en t  on a n u m b e r  of 
v a r i a b l e s ,  inc lud ing  the p r o d u c t  i t s e l f  and the c o s t  to  p ro d u ce  it ,  the 
c u s t o m e r s  and  t a r g e t  m a r k e t s  th a t  the p ro d u c t  s e r v e s ,  the g e o g r a p h ­
ic lo ca t io n s  th a t  m u s t  be r e a c h e d ,  and p r ic in g  o b je c t iv e s .  P r o d u c t io n  
a g a in  su p p l i e s  one of  the inputs  th a t  lend m u l t i - f u n c t i o n a l i ty  to th is  
v a r i a b l e ,  a l th o u g h  d e c i s io n s  on p r i c e  w i l l  a l s o  be d e p en d e n t  on a 
f in a n c ia l  input ,  n a m e ly ,  c a s h  flow. S ince  p r i c e  can  have a s ig n i f i c a n t  
im p a c t  on the f i r m ' s  c a s h  flow, f in a n c ia l  inpu ts  c o n c e r n in g  the t im in g  
and m ag n i tu d e  of f u tu re  inf lows and outf lows n e c e s s i t a t e  c o n s id e r a t i o n  
be fo re  f ina l  d e c i s io n s  a r e  m a d e .  T h is  m a y  im p o s e  an ad d i t io n a l  c o n ­
s t r a i n t  on f in a l  p r ic in g  d e c i s io n s .
E x a m p l e s  of M ult i  - Func  t io n a l  V a r i a b l e s  f r o m  F in a n c e
The p e r v a s i v e n e s s  of f in a n c ia l  c o n s id e r a t i o n s  in a b u s in e s s
e n t e r p r i s e  is obv ious ,  fo r  m o s t  a c t i v i t i e s  involve  the u se  of  funds.
One w r i t e r  e x p r e s s e d  th is  v iew w hen  he s ta t e d :
B e c a u s e  m o s t  b u s in e s s  a c t i v i t i e s  inc lude  the u t i l i z a ­
t ion a n d / o r  the g e n e r a t i o n  of funds ,  i m p o r t a n t  
m a n a g e m e n t  d e c i s io n s  in a l l  a r e a s  in e v i tab ly  have 
f in a n c ia l  i m p l i c a t i o n s .  Not only m u s t  th e se  i m p l i ­
c a t io n s  be u n d e r s to o d  and taken  in to ac c o u n t  in
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r e a c h in g  a b a lan ce d  d e c i s io n ,  but v a ry in g  i n t e r e s t s  
m u s t  be c o o r d in a t e d  if  the co m p an y  is  to ach ie v e  
f in a n c ia l  s u c c e s s .  ^9
The no t ion  tha t  e m e r g e s  h e r e  is  th a t  f in a n c i a l  d e c i s io n s ,  l ike 
the m a r k e t i n g  d e c i s io n s  d i s c u s s e d  p r e v io u s ly ,  w i l l  involve inputs  
f r o m  o th e r  t a s k  a r e a s  of the f i r m .  T ha t  i s ,  t h e r e  a r e  a n u m b e r  of 
d e c i s io n s  tha t  e x i s t  in the f in a n c ia l  a r e a  of th is  f r a m e w o r k  tha t  a r e  
d i r e c t l y  c o n c e r n e d  with  p ro d u c t io n ,  m a r k e t i n g ,  and o th e r  func t ions  
w hen  they a r e  m a d e .  Thus ,  a n u m b e r  of f in a n c i a l  d e c i s io n s  wil l  take 
a m u l t i - f u n c t i o n a l  s t r u c t u r e  and ex h ib i t  the i n t e r a c t iv e  and i n t e r ­
d ep en d en t  n a t u r e  of th i s  c l a s s  of e n t e r p r i s e  d e c i s io n  v a r i a b l e s .
The d i s c u s s i o n  of f in a n c ia l  d e c i s io n s  to fo llow has  been  b ased  
on the v iew of the fu n c t io n a l  a r e a  of  f inance  being "an  in t e g r a l  p a r t  
of  o v e r - a l l  m a n a g e m e n t  r a t h e r  than  a s  a s ta f f  s p e c i a l t y  c o n c e r n e d  
with  f u n d - r a i s i n g  o p e r a t i o n s . "^0 Th is  a l lo w s  one to b r o a d e n  the view 
of f inance  f r o m  one tha t  p r i m a r i l y  c o n c e r n s  the p r o c u r e m e n t  of funds 
to one tha t  inc ludes  the m a n a g e m e n t  of  a s s e t s ,  the a l lo c a t io n  of 
c a p i t a l ,  and the va lu a t io n  of the f i r m  a s  a w hole .  Th is  b ro a d e n e d  
v iew  lends  i t s e l f  to b r eak in g  down the func t ions  of  f inance  in to  th r e e
^ G o r d o n  D onaldson ,  "Look ing  A ro u n d :  F in a n c e  fo r  the Non-  
f in a n c ia l ,  " H a r v a r d  B u s in e s s  R e v ie w , XXXVIII ( J a n u a r y - F e b r u a r y ,  
I960),  p. 33.
^ E z r a  So lom on,  The T h e o ry  of F i n a n c i a l  M a n a g e m e n t  (New 
York :  C o lu m b ia  U n iv e r s i t y  P r e s s ,  1963), p. 2.
3* J a m e s  C. Van H o rn e ,  F in a n c i a l  M a n a g e m e n t  and  Po l icy  
(Englewood C l i f fs ,  N. J .  : P r e n t i c e - H a l l ,  I n c . ,  1968),  p. 6 .
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m a j o r  d e c i s io n s :  the i n v e s tm e n t  d e c i s io n ,  the f inanc ing  d e c i s io n ,  
and the d iv idend  d e c i s io n .
The in v e s tm e n t  d e c i s io n  is c o n c e r n e d  w i th  (a) c a p i ta l  
budget ing,  (b) ab a n d o n m en t  of a s s e t s  tha t  no lo n g e r  m e e t  r e q u i r e ­
m e n t s  of f in a n c ia l  r e t u r n ,  and (c) the m a n a g e m e n t  of  c u r r e n t  a s s e t s .  
The f i r s t  a s p e c t  of this  d e c i s io n  has  b een  t r e a t e d  in th is  f r a m e w o r k  
u n d e r  the s t r a t e g i c  a p p a r a t u s  and within the p r o c e s s  of m a n a g e m e n t  
c o n t ro l .
The f inanc ing  d e c i s io n  is  c o n c e r n e d  with  (a) a d e s i r e d  c a p i t a l  
s t r u c t u r e ,  (b) l o n g - t e r m  f inanc ing ,  and (c) s h o r t -  and  i n t e r m e d i a t e -  
t e r m  f inanc ing .  This  f inanc ing  d e c i s io n  w as  t r e a t e d  in the s t r a t e g i c  
a p p a r a t u s  as  r e s o u r c e  p r o c u r e m e n t  c o n c e r n e d  with  a c q u i r in g  funds
to c a r r y  out o r  o p e r a t i o n a l i z e  s t r a t e g i c  p lans  w i th  a view to w ard  the
3 3b e s t  f inanc ing  m ix  o r  c a p i t a l  s t r u c t u r e  fo r  the f i r m .
The d iv idend d e c i s io n  is c o n c e r n e d  with  d e t e r m i n i n g  the 
a m o u n t  of funds to be d i s t r i b u t e d  to s to c k h o l d e r s .  A  m a j o r  f a c t o r  in 
th is  d e c i s io n  is a l t e r n a t iv e  u s e s  of th ese  funds ,  e s p e c i a l l y  in t e r m s  
of  the a v a i l a b i l i ty  of p ro f i t ab le  i n v e s tm e n t  p r o j e c t s  th ro u g h o u t  the 
f i r m .
3^Ibid .  , p. 9.
33Ibid . , p. 10.
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The n ex t  few p a g e s  of  th is  c h a p t e r  w i l l  focus  on the a b a n ­
do n m en t  d e c i s io n ,  d e c i s io n s  involved  with  the m a n a g e m e n t  of c u r r e n t  
a s s e t s ,  and the d iv idend d e c i s io n .  T h e se  d e c i s io n s  a r e  p a r t  of the 
f inance  funct ion  tha t  w i l l  be u s e d  to i l l u s t r a t e  the i n t e r r e l a t e d n e s s  
be tw een  f inance  and o th e r  t a s k  a r e a s .
The f i r s t  m u l t i - f u n c t io n a l  v a r i a b l e  is  the ab an d o n m e n t  
d e c i s io n .  Th is  v a r i a b l e  is d e p ic t e d  as  fo l lows:
A b a n d o n m en t  d e c i s io n  = f (cos t  of c ap i ta l ,  e x p e c te d  fu tu re  c a s h  
f low s ,  ab an d o n m e n t  va lue ,  C j  v a r i a b l e s )
The f i r s t  independen t  v a r i a b l e  in the a b a n d o n m e n t  equa t ion  
is  the c o s t  of c a p i t a l  which  r e f e r s  to the r e a l  c o s t  of f inanc ing  an 
in v e s tm e n t .  3 4  The co m p u ted  c o s t  of  c a p i t a l  t a k e s  in to  acc o u n t  tha t  
funds u sed  to s u p p o r t  i n v e s t m e n t  p r o j e c t s  a r e  f in a n ced  via  both debt  
and equ i ty  s o u r c e s .  E x p e c te d  fu tu re  c a s h  flows r e p r e s e n t  a d o l l a r  
va lue  in the f o r m  of  e i t h e r  ad d i t io n a l  r e v e n u e s  o r  s a v in g s  g e n e r a t e d  
by the p a r t i c u l a r  p r o je c t .  The ab a n d o n m e n t  value  of the p r o j e c t  
r e p r e s e n t s  the ne t  d i s p o s a l  va lue  to the f i r m  in e i t h e r  c a s h  o r  
s a v in g s .  With th e se  independen t  v a r i a b l e s  d e f ined ,  the co n cep t  
of ab an d o n m en t  is  tha t  "an  in v e s tm e n t  p r o j e c t  should  be abandoned  
w hen  i t s  ab a n d o n m en t  value e x c e e d s  the p r e s e n t  value of the 
p r o j e c t ' s  s u b se q u e n t  e x p e c ted  fu tu re  c a s h  f low s,  d isc o u n ted  a t  the
34Ibid . , p. 109.
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c o s t - o f - c a p i t a l  r a t e .  "^5 in  o th e r  w o r d s ,  a b a n d o n m e n t  o c c u r s  when 
con t inua t ion  of the p r o je c t  would r e t u r n  l e s s  than  the c o s t  of c ap i t a l ,  
and a b a n d o n m en t  of  the p r o j e c t  r e s u l t s  in the m o s t  o p t im a l  use  of 
f u n d s .
The m u l t i - f u n c t io n a l  n a t u r e  of this  d e c i s io n  l i e s  in the no t ion  
th a t  i n v e s tm e n t  p r o je c t s  a r e  s c a t t e r e d  th roughou t  the e n t e r p r i s e  and 
in a l l  func t iona l  a r e a s .  This  m e a n s  tha t  c a s h  flow and  a b a n d o n m e n t  
value  in fo rm a t io n  m u s t  com e  f r o m  the p a r t i c u l a r  t a s k  a r e a  w h e re  
the p r o j e c t  e x i s t s .  F o r  e x a m p l e ,  in fo r m a t io n  c o n c e r n in g  the a b a n ­
d o nm en t  of a p iece  of p ro d u c t io n  e q u ip m e n t  n e c e s s i t a t e s  c o n s id e r in g  
a n u m b e r  of f a c t o r s  involved with  d e t e r m in i n g  c a s h  f low. T h e se  
f a c t o r s  m a y  include m a c h in e  s p e ed  and m a i n t e n a n c e ,  o p e r a t o r  
r e q u i r e m e n t s ,  the a v a i lab i l i ty  of m o r e  e f f i c ie n t  m a c h i n e r y ,  the c o s t  
of r e p l a c e m e n t  e q u ip m e n t ,  and the m a r k e t  value  of the p r e s e n t  
e q u ip m e n t ,  i . e .  , a ll  the d i r e c t  and i n d i r e c t  ben e f i t s  and  c o s t s  
r e l a t e d  to the p r o je c t .  If the p a r t i c u l a r  p r o j e c t  o r  e q u ip m e n t  is 
r e l a t e d  to packaging  the f i r m ' s  p r o d u c t s ,  then  n u m e r o u s  inputs  f r o m  
the m a r k e t in g  a r e a  m a y  a l s o  r e q u i r e  c o n s id e r a t i o n  b e fo re  a f ina l  
d e c i s io n .  T h e se  inputs  m a y  p e r t a i n  to,  e . g .  , fu tu re  f o r e c a s t s  of 
d e m an d  fo r  the product  which w i l l  b e a r  upon fu tu re  m a c h in e  u t i l i z a ­
tion and c a s h  flow.
^ I b id .  , p. 100.
12 5
The in f luence  of C j  v a r i a b l e s  on the a b a n d o n m e n t  d e c i s io n  
w i l l  depend  on the n a t u r e  of the p r o j e c t  being c o n te m p la t e d  fo r  a b a n ­
do n m en t .  S t r a t e g i c  r e a l i g n m e n t s  ( such  a s  c h a n g e s  in d i f f e r e n t i a l  
advan tage  o r  p e r f o r m a n c e  c r i t e r i a )  m a y  r e q u i r e  m o r e  m o d e r n  
e q u ip m e n t  o r  h i g h e r  r e t u r n  p r o j e c t s  w h ich ,  in tu r n ,  w i l l  f o r c e  l e s s  
p ro f i t a b le  e q u ip m e n t  and o t h e r  p r o j e c t s  to be c o n s i d e r e d  f o r  a b a n ­
d o n m en t .  In a l l  c a s e s ,  the p e r f o r m a n c e  c r i t e r i a  tha t  top  m a n a g e ­
m e n t  has  s t a t e d ,  e s p e c i a l l y  in t e r m s  of  p r o f i t a b i l i t y ,  and the 
p a r t i c u l a r  c a p i t a l  s t r u c t u r e  of the f i r m  w i l l  e x p l i c i t l y  in f luence  
a b a n d o n m e n t  d e c i s io n s .  ^
The s e co n d  d e c i s io n  a r e a  to be c o n s i d e r e d  r e l a t e s  to m a i n ­
ta in ing  a d e s i r e d  lev e l  of w o rk in g  c a p i t a l  fo r  the e n t e r p r i s e .
A c tu a l ly ,  the d e c i s io n  m a y  be b ro k e n  down into a n u m b e r  of s m a l l e r  
co m p o n en t  d e c i s io n s .  F o r  p u r p o s e s  of the d i s c u s s i o n  h e r e ,  h o w e v e r ,  
the d e c i s io n  c o n c e r n in g  w o rk in g  c a p i t a l  lev e l  w il l  be t r e a t e d  as  a 
s ing le  v a r i a b l e .  In  the f o r m  of  a fu n c t io n a l  r e l a t i o n s h i p ,  th is  
d e c i s io n  can  be s t a t e d  a s  fo l low s :
W orking  c a p i t a l  l e v e l  = f ( c a sh  and m a r k e t a b l e  s e c u r i t i e s ,  r e c e i v ­
a b l e s ,  i n v e n t o r i e s ,  c u r r e n t  l i a b i l i t i e s ,  m a t u r i t y  s c h e d u le  of deb t ,  
l in e s  of c r e d i t  a v a i l a b l e ,  b o r ro w in g  c a p a c i ty ,  C i  v a r i a b l e s )
^ P e r f o r m a n c e  c r i t e r i a  c a n  be e x p r e s s e d  a m o n g  d i m e n s i o n s  
s u ch  a s  p ro f i t a b i l i ty ,  g row th ,  and  m a r k e t  s h a r e ,  and f u r t h e r  def ined  
in t e r m s  of p e r c e n ta g e  r e t u r n  on in v e s tm e n t ,  d e s i r e d  g ro w th  r a t e ,  
and p e r c e n ta g e  m a r k e t  s h a r e .
126
A b can  be r e a d i l y  s e e n  f r o m  the above  equa t ion ,  w ork ing  
c a p i t a l  m a n a g e m e n t  is  c o n c e r n e d  w i th  the a d m i n i s t r a t i o n  of c u r r e n t  
a s s e t s  and  c u r r e n t  l i a b i l i t i e s .  37 The o v e r a l l  t a s k  is  r e l a t e d  to the 
r i s k  of b e co m in g  t e c h n ic a l ly  and l e g a l ly  in so lv e n t .  The f o r m e r  
o c c u r s  w h e n e v e r  a f i r m  is  unab le  to m e e t  i ts  c a s h  o b l ig a t io n s ,  3$ and 
the l a t t e r  when the a s s e t s  of  a f i r m  a r e  l e s s  than  i t s  l i a b i l i t i e s .
The f i r s t  in d ep en d en t  v a r i a b l e  in the w o rk in g  c a p i t a l  le v e l  
e q u a t io n  c o n c e r n s  bo th  c a s h  and m a r k e t a b l e  s e c u r i t i e s .  C a s h ,  in 
tu rn ,  is  d ep e n d e n t  on the c a s h  inf lows and outf lows w h ich  f luc tua te  
a c c o r d i n g  to p r o d u c t io n  ou tpu t  and the s a l e s  e f fo r t s  of m a r k e t in g .  
T h u s ,  m u l t i - f u n c t i o n a l  a s p e c t s  of th is  v a r i a b l e  c o n s i s t  of p ro d u c t io n  
inpu ts  in the f o r m  of output  s c h e d u l e s  and m a r k e t i n g  i n fo r m a t io n  in 
the f o r m  of  p r e s e n t  and  p r o j e c t e d  s a l e s  v o lu m e .
T h e o r e t i c a l l y ,  a  f i r m  sh o u ld  hold no m o r e  c a s h  than it  w i l l  
n e e d .  Since the e x a c t  a m o u n t  of c a s h  to have on hand is  v e r y  d i f f icu l t  
to d e t e r m i n e  with  c e r t a i n t y ,  f i r m s  of ten  p lace  a p a r t i c u l a r  am o u n t  of 
t h e i r  funds  into m a r k e t a b l e  s e c u r i t i e s .  Tha t  i s ,  they  a l low  the f i r m  
to e a r n  i n t e r e s t  on an a m o u n t  of funds  tha t  c a n  be c o n v e r t e d  in to  c a s h
3 7xhe  m a n a g e m e n t  of f ixed a s s e t s  f a l ls  with in  the r e a l m  of 
c a p i t a l  budge t ing ,  a p a r t  of the m a n a g e m e n t  c o n t r o l  s y s t e m ,  in th is  
f r a m e w o r k .
i g
J a m e s  E .  W a l t e r ,  " D e t e r m in a t i o n  of T e c h n ic a l  S o l v e n c y , "  
J o u r n a l  of B u s i n e s s ,  XXX ( J a n u a r y ,  1957), pp. 30-43 .
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v e r y  qu ick ly ,  thus  he lp ing  to b a la n c e  the o p p o r tu n i ty  c o s t  of hold ing 
too m u c h  c a s h  w i th  the r i s k  of no t  ho ld ing  enough.
The lev e l  of a c c o u n t s  r e c e i v a b l e ,  a s  w e l l  a s  the t im e  it 
t akes  to r e c e i v e  p a y m e n t  f o r  g oods ,  a l s o  in f lu en ces  the l ev e l  of 
w o rk ing  c ap i t a l .  The t im e  f a c t o r  is  p a r t i a l l y  d ep e n d en t  on the c r e d i t  
t e r m s  o f fe red  to c u s t o m e r s .  The p a r t i c u l a r  t e r m s  ex ten d e d  by the 
c o m p an y  n e c e s s i t a t e  inputs  c o n c e r n in g  the c r e d i t  p r a c t i c e s  of 
c o m p e t i t o r s ,  the d e g r e e  to w h ich  r e l a x in g  c r e d i t  s t a n d a r d s  w i l l  
i n c r e a s e  s a l e s ,  the a d d i t io n a l  c o s t s  ( a s s u m in g  an i n c r e a s e  in 
r e c e i v a b l e s )  that m a y  r e s u l t  f r o m  the i n c r e a s e d  s a l e s  and a s lo w e r  
a v e r a g e  c o l l e c t io n  p e r io d ,  and the p r o f i t a b i l i t y  of the ad d i t io n a l  
s a l e s .  Many of  th e se  inputs  r e l y  on in fo r m a t io n  ob ta in ed  via  m a r k e t  
r e s e a r c h  d i s c u s s e d  in the p r e v i o u s  c h a p t e r .  Th is  is  e s p e c i a l l y  t ru e  
of the ac t io n s  of c o m p e t i t o r s  and  p o te n t i a l  s a l e s  i n c r e a s e s .  C o n s e ­
quent ly ,  the e x t e n s io n  of c r e d i t  w h ich  c a n  inf luence  the l e v e l  of 
a c c o u n t s  r e c e iv a b le  r e l i e s  h e av i ly  on m a r k e t i n g  inpu ts .
The nex t  independen t  v a r i a b l e  tha t  m u s t  be c o n s i d e r e d  in 
r e l a t io n  to a d e s i r e d  w o rk in g  c a p i t a l  l e v e l  is in v e n to ry .  Not  only is 
th is  v a r i a b l e  im p o r t a n t  to the p r o d u c t io n  and s a le  of  the f i r m ' s  
p ro d u c t ( s ) ,  but it a l s o  e n t a i l s  the c o m m i t m e n t  of l a r g e  am o u n t s  of 
funds.  The f in a n c ia l  m a n a g e r  is c o n c e r n e d  with  the c o s t  of the fund? 
in v e s te d  in in v e n to ry ,  which  is  d ep en d en t  on i m p o r t a n t  f a c t o r s  
r e l a t e d  to p ro d u c t io n  and m a r k e t i n g .  S a le s  f o r e c a s t s ,  p ro d u c t io n
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s c h e d u le s ,  the p ro d u c t io n  p r o c e s s  u sed ,  p u r c h a s i n g  b r e a k s  on 
m a t e r i a l s ,  the d i s t r i b u t io n  c h a n n e l  s t r u c t u r e  and  c a p a c i ty ,  the c o s t s  
a s s o c i a t e d  with  o r d e r i n g ,  s to r in g ,  and ru n n in g  out of  i n v e n t o r i e s  a r e  
a l l  f a c t o r s  that  a r e  of i m p o r t  to the d e t e r m i n a t i o n  of in v e n to ry  l e v e l s .  
To th is  ex ten t ,  any  c h an g es  tha t  m u s t  be m a d e  in the am oun t  of funds 
i n v e s te d  in in v e n to ry  (for  p u r p o s e s  of a l t e r in g  the d e s i r e d  l e v e l  of 
w o rk in g  cap i ta l )  n e c e s s i t a t e  c o n s id e r a t i o n  of  v a r i o u s  p ro d u c t io n  and 
m a r k e t in g  inpu ts .
A dd i t iona l  f a c t o r s  tha t  in f luence  the w o rk in g  c a p i t a l  lev e l  
d e c i s io n  a r e  the m a t u r i t y  s ch e d u le  of the f i r m ' s  d e b t ,  l i n e s  of c r e d i t  
open to the f i r m ,  the b o r ro w in g  c a p a c i ty  of the f i r m ,  and c u r r e n t  
l i a b i l i t i e s .  C u r r e n t  l i a b i l i t i e s ,  h o w e v e r ,  a r e  l e s s  a c t iv e  v a r i a b l e s  
in the w o rk in g  c a p i t a l  l e v e l  d e c i s io n .  Tha t  i s ,  p a y a b le s  and a c c r u a l s  
tend to f luc tua te  w ith  p ro d u c t io n  output  and p r o f i t s  and  a r e  l im i t e d  to 
the e x te n t  tha t  they can  be v a r i e d .
The d e c i s io n  on w o rk in g  c a p i t a l  l eve l  has  been  d e s c r i b e d  in 
t e r m s  of  n u m e r o u s  independen t  v a r i a b l e s  o r ig in a t in g  in t a s k  a r e a s  
th roughou t  the f i r m .  The d e c i s io n  is not  c o n s t r a i n e d  by any one 
h ig h e r  o r d e r  d e c i s io n ,  but is r e l a t e d  to the to ta l i ty  of d e c i s io n s  that 
def ine  what  b u s in e s s  the co m p an y  is  in.  Tha t  i s ,  f a c t o r s  s u c h  as  
p r o d u c t s ,  c u s t o m e r s ,  d i f f e r e n t i a l  a d v a n ta g e ,  g e o g r a p h ic  c o n c e n t r a ­
tion,  and p e r f o r m a n c e  c r i t e r i a  in toto in f luence  the l e v e l  of w ork ing  
c ap i ta l .  P r o d u c t - m a r k e t  scope  de f ines  f o r  the f i r m  the in d u s t ry
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with in  which  it o p e r a t e s  and,  to a c e r t a i n  d e g r e e ,  the l e v e l  of w o r k ­
ing c a p i t a l  n e c e s s a r y  to s u p p o r t  the o p e r a t i o n s  of the e n t e r p r i s e  in 
tha t  p a r t i c u l a r  in d u s t r y .  In o th e r  w o r d s ,  the p r e s e n t  s t r a t e g i c  
p o s tu r e  of the f i r m  is i n s t r u m e n t a l  in d e t e r m in i n g  w o rk ing  c a p i t a l  
n e e d s . ^
The f ina l  d e c i s io n  that  w il l  be d i s c u s s e d  u n d e r  the fu n c t io n a l  
a r e a  of f inance is  the d iv idend pol icy  d e c i s io n .  Th is  d e c i s io n  is 
d e p ic te d  as  fo l lows:
Dividend d e c i s io n  = f (n u m b e r  of a v a i lab le  i n v e s t m e n t  p r o j e c t s ,  the 
p r o f i t a b i l i ty  of th e se  p r o j e c t s ,  c o s t  of c a p i t a l ,  l ev e l  of r e t a in e d  
e a r n i n g s ,  C j  v a r i a b l e s )
The t r e a t m e n t  of the d iv idend  d e c i s io n  in th is  f r a m e w o r k  
p r o p o s e s  that  if a f i r m  has  a v a i lab le  a n u m b e r  of i n v e s tm e n t  p r o j e c t s  
tha t  w i l l  y ie ld  a r e t u r n  g r e a t e r  than  the c o s t  of c a p i t a l ,  then  funds 
w i l l  be in v es ted  in th e se  p r o j e c t s .  The le v e l  of  r e t a i n e d  e a r n i n g s  
a v a i l a b le  to s u p p o r t  th e se  p r o j e c t s  w il l  then  d e t e r m i n e  the r e s i d u a l  
to be d i s t r i b u t e d  as  d iv idends .  Tha t  i s ,  the g r e a t e r  the a m o u n t  of 
p ro f i t a b le  i n v e s tm e n t  o p p o r tu n i t i e s ,  the g r e a t e r  the r e t e n t io n  r a t e  of 
r e t a i n e d  e a r n i n g s .
3^The p r e f e r e n c e  of top m a n a g e m e n t  r e g a r d i n g  the t r a d e ­
off b e tw een  p ro f i t a b i l i ty  and the r i s k  of t e c h n ic a l  o r  l e g a l  in so lv en cy  
can  a l s o  be a v e r y  in f luen t ia l  f a c t o r  in the w ork ing  c a p i t a l  le v e l  
d e c i s io n .
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The r a t io n a le  fo r  this  a p p r o a c h  is  tha t  the c o s t  of f inanc ing  
in v e s tm e n t  p r o j e c t s  with r e t a i n e d  e a r n i n g s  is l e s s  than f inanc ing  
th ro u g h  a s a le  of s tock .  ^  A  co m p an y  tha t  is expanding  f a s t e r  than 
i ts  g ro w th  in e a r n i n g s  w il l  find it  l e s s  c o s t ly  to f inance  i t s  p r o j e c t s  
th ro u g h  r e t a in e d  e a r n i n g s  and  pay no d iv id en d s .  O th e r  c o m p a n ie s  
in s lo w e r  g row ing  i n d u s t r i e s  m a y  pay out a p o r t io n  o r  a l l  of t h e i r  
e a r n i n g s  in d iv idends  due to the r e l a t iv e  l a ck  of p ro f i t a b le  i n v e s t m e n t  
o p p o r tu n i t i e s .
A dd i t iona l  f a c t o r s  tha t  p lay a ro le  in the d iv idend  d e c i s io n  
a r e  (a) the p r e f e r e n c e s  of s to c k h o ld e r s  w i th  r e s p e c t  to d iv id en d s  o r  
c a p i t a l  g a in s ,  (b) the ab i l i ty  of the f i r m  to b o r r o w ,  (c) d iv idend  
r e s t r i c t i o n s  in a bond in d en tu re  o r  loan a g r e e m e n t ,  and  (d) the d e s i r e  
to m a i n t a i n  c o n t ro l .  4 * T h e se  f a c t o r s  r e p r e s e n t  d e t e r m i n a n t s  that 
the f i r m  m a y  have  to c o n s id e r  in add i t ion  to i n v e s tm e n t  p r o p o s a l s .
The in v e s tm e n t  p r o j e c t s  tha t  m u s t  be c o n s i d e r e d  b e fo re  the 
d iv idend  d e c i s io n  is m a d e  s e r v e  to lend m u l t i - f u n c t io n a l i ty  to th is  
v a r i a b l e .  T h e se  p r o je c t s  m a y  r an g e  f r o m  a m a r k e t in g  p r o p o s a l  to 
r e s t r u c t u r e  o r  expand  its  ch a n n e l  of d i s t r i b u t io n  to a p ro d u c t io n  
p r o p o s a l  to expand  p lant  and e q u ip m en t  to a c c o m m o d a t e  an i n c r e a s e  
in  p ro d u c t  d em an d .  F u r t h e r m o r e ,  the h ig h e r  o r d e r  d e c i s io n s  in the
^ V a n  H o rn e ,  F in a n c ia l  M a n a g e m e n t , p. 190.
4 l Ib id . , p. 213.
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e n t e r p r i s e  tend to supply  the s t im u lu s  fo r  i n v e s t m e n t  p r o p o s a l s .  
D ev e lo p m e n t  and  in t ro d u c t io n  of new p r o d u c t s ,  a s  w e l l  a s  ac h iev in g  
c e r t a i n  p e r f o r m a n c e  c r i t e r i a ,  r e q u i r e  tha t  n u m e r o u s  a c t i v i t i e s  be 
c a r r i e d  out in the f o r m  of p r o j e c t s  th ro u g h o u t  the f i r m .  C ap i ta l  
budget ing and r e s o u r c e  p r o c u r e m e n t  w i l l  a l s o  be i n s t r u m e n t a l  in 
d e t e r m in in g  the a c c e p ta n c e  o r  r e j e c t i o n  of the p r o j e c t s .  In th is  
m a n n e r ,  the d iv idend  d e c i s io n  is  r e l a t e d  to no t  only  o t h e r  fu nc t iona l  
a r e a s  of the e n t e r p r i s e ,  but h i g h e r  d e c i s io n s  a s  w el l .
E x a m p l e s  of  M u l t i - F u n c t i o n a l  V a r i a b l e s  f r o m  P r o d u c t i o n  
The func t ion  of p ro d u c t io n  " i s  c o n c e r n e d  w i th  the m e n ,  
m a t e r i a l ,  and m a c h i n e s  n ee d e d  to m a n u f a c t u r e  any  p r o d u c t  and w i th  
ec o n o m iz in g  in the u se  of th e se  t h r e e  b a s ic  r e s o u r c e s . "^2 U t i l iz ing  
th e se  r e s o u r c e s ,  p r o d u c t io n ' s  t a s k  is  one of t r a n s f o r m i n g  inputs  into 
s a la b le  p r o d u c t s  with  a v iew to w a r d  p ro d u c in g  the goods  a c c o r d i n g  to 
s p e c i f i c a t i o n s ,  in the a m o u n t s  and by the s ch e d u le  d e m a n d e d ,  and a t  
a m i n i m u m  co s t .  ^3
Like o t h e r  t a s k  a r e a s  of the e n t e r p r i s e ,  p r o d u c t io n  d e c i s io n s  
r e q u i r e  inputs  in the f o r m  of i n fo r m a t io n  a n d / o r  c o o p e r a t i o n  f r o m  
o th e r  func t iona l  un i ts  in o r d e r  to e f fec t iv e ly  a c c o m p l i s h  t h e i r  t a s k  and
4^Dean s .  A m m e r ,  M a n u fa c tu r in g  M a n a g e m e n t  and C o n t r o l 
(New York :  A p p l e t o n - C e n t u r y - C r o f t s ,  1968), p. 7.
^^Elwood S. Buffa,  B a s i c  P r o d u c t io n  M a n a g e m e n t  (New 
York:  John  Wiley & S ons ,  Inc .  , 1971), p. 23.
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and c o n t r ib u te  to a ch iev in g  to ta l  e n t e r p r i s e  o b j e c t i v e s .  T h e s e  inputs  
d e p ic t  the i n t e rd e p e n d e n c y  tha t  e x i s t s  b e tw e e n  p r o d u c t io n  and  the 
o t h e r  two t a s k  a r e a s  in th is  f r a m e w o r k .
.As w as  the c a s e  in p r e v i o u s  s e c t io n s  of th i s  c h a p t e r ,  
e x a m p l e s  of m u l t i - f u n c t i o n a l  v a r i a b l e s  w i l l  be d i s c u s s e d .  The f i r s t  
of  t h e s e  is  the p lan t  lo c a t io n  and  c a p a c i t y  d e c i s io n  and  is  d ep ic te d  in 
the fol lowing m a n n e r :
P l a n t  lo c a t io n  and  c a p a c i ty  = f ( raw  m a t e r i a l  and  p r o d u c t - m a r k e t  
lo c a t io n s ,  l o g i s t i c  s y s t e m ,  s a l e s  f o r e c a s t s  of the m a r k e t ,  
e n v i r o n m e n t a l  c o n s i d e r a t i o n s  in the p o te n t ia l  lo c a t io n ,  C j  
v a r i a b l e s )
The p lan t  lo c a t io n  and  c a p a c i ty  d e c i s io n  is u s u a l ly  thought  of 
a s  o c c u r r i n g  in f r e q u e n t ly .  It is  an  i m p o r t a n t  d e c i s io n ,  h o w e v e r ,  
w hen  one c o n s i d e r s  tha t  the p a r t i c u l a r  lo c a t io n  m a y  have  a s u b s t a n ­
t i a l  in f luence  on the o p e r a t in g  c o s t s  of the p lan t  fo r  m a n y  y e a r s  in the 
f u tu r e .  C o s t s  a s s o c i a t e d  with  sh ipp ing ,  l a b o r ,  fue l ,  and ta x e s  a r e  a 
few of the f a c t o r s  th a t  m u s t  be c o n s i d e r e d  on a l o n g - t e r m  b a s i s .  
F u r t h e r m o r e ,  in c o n te m p la t in g  the p lan t  lo c a t io n  d e c i s io n ,  the f i r m  
m u s t  c o n s i d e r  not only w hat  is tak ing  p lace  in the e n v i r o n m e n t  a t  the 
p r e s e n t  t i m e ,  but a l s o  a t t e m p t  to p r o j e c t  into the f u tu r e  in t e r m s  of
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c e r t a i n  in tang ib le  f a c t o r s  tha t  m a y  in f luence  c o s t s .  4 4  T h e s e  i n t a n ­
g ib le s  m a y  include the a t t i tu d e  of  to w nspeop le  to w a rd  the new  p lan t ,  
fu tu re  g r o w th  of the c o m m u n i ty  and  i t s  a b i l i ty  to supply  n e c e s s a r y  
l a b o r ,  the e x p e c t e d  g ro w th  of t r a n s p o r t a t i o n  f a c i l i t i e s ,  and  so  on.
The c a p a c i ty  p o r t io n  of th is  d e c i s io n  c an  be c o n s i d e r e d  an 
i n t e g r a l  p a r t  of p lan t  lo ca t io n .  C e r t a i n  lo c a t io n  f a c t o r s ,  s u c h  a s  the 
a m o u n t  of land  a v a i l a b le  w h ich  w i l l  b e a r  upon the bu i ld ing  s i t e ,  w i l l  
in f luence  the c a p a c i ty  d e c i s io n .  M o r e o v e r ,  the c o n te m p la t e d  l o c a ­
t ion w i l l  in f luence  the d e g r e e  to w h ich  the p lan t  can  be e x p an d ed  in 
the f u tu r e .  The in t e r d e p e n d e n c y  of t h e s e  two f a c t o r s  n e c e s s i t a t e s  
c o n s id e r i n g  th e m  a s  a s in g le  v a r i a b l e .
In d e t e r m in i n g  the p lan t  lo c a t io n  p o r t io n  of th is  d e c i s io n ,  a 
m a j o r  d e t e r m i n a n t  is  the c o s t  a s s o c i a t e d  with  p r o c u r i n g  raw  
m a t e r i a l s ,  p r o c e s s i n g  th e m ,  and d e l i v e r in g  the f in i s h e d  p ro d u c t  to 
the m a r k e t .  4 ^ ^  goal ,  of c o u r s e ,  is to lo ca te  w h e re  th e se  c o s t s  a r e  
m i n i m i z e d .
A n u m b e r  of f a c t o r s  m u s t  be c o n s i d e r e d  w hen  d e t e r m i n i n g  
p r o c u r e m e n t ,  p r o c e s s ,  and  d e l i v e r y  c o s t s .  F i r s t ,  i s  the lo c a t io n  of 
the r a w  m a t e r i a l  and p r o d u c t  m a r k e t  in r e l a t i o n  to the p o te n t ia l
4 4 Ib id . , p. 252.
^ M a r s h a l l  R. C o lb e rg ,  D a s c o m b  R. F u r b u s h ,  and G i lb e r t  
R. W h i ta k e r ,  B u s i n e s s  E c o n o m i c s  P r i n c i p l e s  and  C a s e s  (Homewood,  
111. : R ic h a r d  D. I rw in ,  I n c . ,  1970), pp. 567-81 .
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plan t  s i t e .  W here  r a w  m a t e r i a l  c o s t s  a r e  g r e a t e r  than  the c o s t  of 
t r a n s p o r t i n g  the f in i sh ed  p ro d u c t ,  a f i r m  can  m i n i m i z e  c o s t s  by 
loca t ing  c l o s e r  to the r a w  m a t e r i a l  s o u r c e .  If  the r e v e r s e  holds  
( i . e .  , f in i sh ed  p ro d u c t  t r a n s p o r t a t i o n  c o s t s  a r e  g r e a t e r  than r a w  
m a t e r i a l  t r a n s p o r t a t i o n  c o s t s ) ,  then  the f i r m  c an  m i n i m i z e  c o s t s  by 
loca t ing  c l o s e r  to the p r o d u c t  m a r k e t .  T h e s e  c o s t s  w i l l  v a r y  d e ­
pending on the weigh t  l o s s  o r  ga in  d u r in g  p ro d u c t io n  and  the t r a n s ­
p o r ta b i l i t y  and  p e r i s h a b i l i t y  of the r a w  m a t e r i a l  and  f in i sh ed  p ro d u c t .
A r e l a t e d  f a c t o r  in t e r m s  of p r o c e s s i n g  c o s t s  is  the a v a i l ­
ab i l i ty  of s k i l l e d  w o r k e r s  in  the v ic in i ty  of the p o te n t ia l  p lan t  s i te  
and the p r e v a i l in g  wage r a t e .  The c o s t  of t r a in in g  s k i l l e d  w o r k e r s  
o r  im p o r t in g  th e m ,  a s  w e l l  a s  t r e m e n d o u s l y  h igh wage  r a t e s ,  m a y  
c a u s e  p ro d u c t io n  c o s t s  to be so  high tha t  a loca t io n  a l t e r n a t iv e  is 
abandoned .
The m u l t i - f u n c t io n a l i ty  of th is  v a r i a b l e  is  e v id e n t  when one 
c o n s i d e r s  tha t  get t ing  the f in i sh ed  p r o d u c t  to the m a r k e t  invo lves  the 
ch a n n e l  of d i s t r i b u t io n ,  a v a r i a b l e  d i s c u s s e d  p r e v i o u s l y  u n d e r  
m a r k e t in g .  In add i t ion  to the ch a n n e l  v a r i a b l e ,  t r a n s p o r t a t i o n  
r e q u i r e m e n t s  and o t h e r  a s p e c t s  of  the l o g i s t i c s  s y s t e m  m u s t  be c o n ­
s id e r e d .  P a r t  of the c o n s id e r a t i o n  wi l l  e n ta i l  d e t e r m in i n g  the
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i n c r e m e n t a l  c o s t s  a s s o c i a t e d  w i th  v a r i o u s  a s p e c t s  of the lo g i s t i c s  
s y s t e m  a t  the p o te n t i a l  p lan t  s i t e . 4^
D e te r m in in g  the s iz e  of the new fac i l i ty  in t e r m s  of output  
ca p a c i ty  w i l l  depend  on f o r e c a s t s  of p r o d u c t  s a l e s  fo r  the m a r k e t ( s )  
the new p lan t  is in tended  to s e r v e .  T h e se  f o r e c a s t s  w i l l ,  in m o s t  
c a s e s ,  be ob ta ined  by a m a r k e t  r e s e a r c h  g r o u p  d evo ted  to an a ly z in g  
m a r k e t  t r e n d s  fo r  the f i r m ' s  p r o d u c t s .  Th is  s a m e  g ro u p  m a y  a l s o  
be ca l led  upon to ob ta in  in fo r m a t io n  c o n c e rn in g  the e n v i r o n m e n ta l  
im p a c t  of the p lan t  on the co m m u n i ty .  The c o s t s  a s s o c i a t e d  with 
m e e t in g  e n v i r o n m e n ta l  s t a n d a r d s  a r e  a r e l e v a n t  c o n s i d e r a t i o n  fo r  the 
p lan t  lo c a t io n  and c a p a c i ty  d e c i s io n .
The r e l a t i o n s h i p  b e tw een  th is  C 3  p ro d u c t io n  v a r i a b l e  and 
h ig h e r  o r d e r  d e c i s io n s  in the e n t e r p r i s e  is  m o s t  e x p l i c i t ly  s ta t e d  
th rough  the p r o d u c t - m a r k e t  s co p e .  The p r o d u c t s  the f i r m  has  c h o sen  
to o f fe r ,  the c u s t o m e r s  i t  in tends  to s e r v e ,  and the g e o g ra p h ic  
l im i t s  it  has  p la ce d  on com p an y  o p e r a t io n s  a l l  s e r v e  to c o n s t r a i n  a 
p lan t  loca t io n  and c a p a c i ty  d e c i s io n .  The new p lan t  m u s t  a l s o  m e e t  
c e r t a i n  p e r f o r m a n c e  c r i t e r i a ,  e s p e c i a l l y  in t e r m s  of p ro f i t a b i l i ty ,  
and  be c o n s i s t e n t  w i th  w h a te v e r  d i s t in c t iv e  c o m p e te n c e  the f i r m  
p r e s e n t l y  has .  An ad d i t io n a l  c o n s t r a i n t  m a y  a l s o  be im p o s e d  by the 
a b i l i ty  of the f i r m  to f inance  an  ad d i t io n a l  p lan t  s i t e  in a m a n n e r  tha t
4^ T h e se  c o s t s  w il l  inc lude ,  fo r  e x a m p le ,  p u r c h a s e ,  t r a f f i c ,  
m a t e r i a l s  handl ing ,  and r e ce iv in g .
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is c o n s i s t e n t  with  a d e s i r a b l e  c a p i t a l  s t r u c t u r e .  T h u s ,  th is  C 3  
d e c i s io n  v a r i a b le  m u s t  a l s o  be m ade  within c e r t a i n  f in a n c ia l  c h a r ­
a c t e r i s t i c s  of the f i r m .
Given the p lan t  loca t ion  and c a p a c i ty  r e q u i r e d ,  a r e l a t e d  
d e c i s io n  tha t  m u s t  be d ea l t  with is  how to a r r a n g e  the p lan t  so tha t  it  
w i l l  funct ion  in the m o s t  e f f ic ien t  m a n n e r .  Th is  v a r i a b l e  w il l  be 
r e f e r r e d  to as  the p lan t  layout  d e c i s io n  and is  d e p ic te d  in the fo l low ­
ing m a n n e r :
P la n t  layout  = f (p roduc t  d em an d ,  p r e s e n t  and fu tu re  s ta t e  of
technology ,  e n v i r o n m e n ta l  p r e s s u r e ,  s a fe ty  r e g u l a t io n s ,  c o n ­
s t r a i n t s  im p o sed  by e x is t in g  f a c i l i t i e s  and e q u ip m e n t ,  C j  
v a r i a b l e s )
The p lant  layout  d e c i s io n  m a y  a r i s e  f o r  a n u m b e r  of r e a s o n s ,
including  bui ld ing a new plant ,  the d e v e lo p m e n t  of a new  p ro d u c t ,  the
ine f f ic iency  of e x is t in g  o p e r a t io n s ,  new te c h n o lo g ica l  d e v e lo p m e n t s ,
o r  an  add i t ion  to e x i s t in g  f a c i l i t i e s .  The f ina l  p lan t  layou t  should  be
an i n t e g ra te d  s y s t e m  that  p ro v id e s  fo r
m a c h i n e s ,  w o r k p la c e s ,  and s to r a g e  in the c a p a c ­
i t ie s  r e q u i r e d  so  that  f e a s ib le  s c h e d u le s  can  be 
d e t e r m in e d  fo r  the v a r io u s  p a r t s  and  p r o d u c t s ;  a 
t r a n s p o r t a t i o n  s y s t e m  which m o v e s  the p a r t s  and 
p ro d u c t s  th rough  the s y s t e m ;  and a u x i l i a r y  s e r v i c e s  
fo r  p ro d u c t io n ,  such  a s  m e d i c a l  f a c i l i t i e s  and 
c a f e t e r i a s .  47
47jBuffa ,  P ro d u c tio n  M a n a g e m e n t , p. 274.
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T h is  i n t e g r a te d  s y s t e m  m u s t  a l s o  be d e s ig n e d  with  a v iew to w ard  
f le x ib i l i ty  so  that it can  a c c o m m o d a te  fu tu re  ch a n g e s  in p ro d u c t  
d e s ig n s ,  p ro d u c t  v o lu m e s  and m i x e s ,  and fo r  advan c in g  tec h n o lo g y . 4 8
The f i r s t  d e t e r m i n a n t  in the p lan t  layout  eq u a t io n  is p ro d u c t  
d e m an d ,  which inc ludes  the r e l a t iv e  s ta b i l i ty  of the p ro d u c t ( s )  to be 
m a d e  and a c o n s id e r a t i o n  of fu tu re  p ro d u c t  c h a n g es .  It  is obvious  
tha t  p lan t  layou t  would d i f f e r  in a s i tu a t io n  w h e re  fu tu re  b u s in e s s  w il l  
be c o n c e n t r a t e d  on one o r  two p r o d u c t s ,  a s  opposed  to a n u m b e r  of 
new p r o d u c t s  p lanned  fo r  in t ro d u c t io n  o v e r  the nex t  few  y e a r s .  The 
f o r m e r  would n e c e s s i t a t e  f a r  l e s s  f lex ib i l i ty  in the p lan t  layout  than  
the l a t t e r .
D em an d  in fo rm a t io n  w i l l  a l s o  inf luence  the n u m b e r  of 
e m p lo y e e s  and c e r t a i n  in v e n to ry  r e q u i r e m e n t s  tha t  m u s t  be a c c o m ­
m o d a te d  in a plant  layout .  I n v e n to ry  s to r a g e  and w o r k s p a c e  a l l o t ­
m e n t s  m a y  a l s o  inf luence the type of m a t e r i a l  hand l ing  e q u ip m en t .
The spe c i f ic  type of e q u ip m e n t  u s e d  m u s t  a l s o  be c o n s i s t e n t  with 
c e r t a i n  p ro d u c t  c h a r a c t e r i s t i c s  ( e . g . ,  s ize  and w e igh t) ,  how the 
p r o d u c t  is  packaged ,  how it  is p r e p a r e d  fo r  s h ip m e n t  th ro u g h  the 
d i s t r i b u t io n  channe l ,  and so  on. To a l a rg e  ex ten t ,  i n fo r m a t io n  c o n ­
c e r n in g  d e m a n d ,  c o n te m p la ted  changes  in p ro d u c t  l i n e s ,  and i n f o r m a ­
tion n eed ed  to d e t e r m in e  the spe c i f i c  type of handl ing  e q u ip m en t  a r e
48Ibid.
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inputs  supp l ied  by m a r k e t i n g  and lend  m u l t i - f u n c t io n a l i ty  to th is  
d e c i s io n  v a r i a b l e .
The second  d e t e r m i n a n t  in the eq u a t io n  i s  r e l a t e d  to the 
s t a t e  of  technology  p e r t a in in g  to the p r o d u c t io n  p r o c e s s e s  and  t e c h ­
n iq u es  tha t  can  be u t i l i z e d .  The f ina l  p lan t  layou t  is  obv ious ly  
d ep en d en t  on the p a r t i c u l a r  p r o c e s s  c h o s e n ,  fo r  s o m e  p r o c e s s e s  
m a y  d i f f e r  f r o m  o t h e r s  in t e r m s  of s p a c e  r e q u i r e m e n t s .  The f i r m  
m a y  ob ta in  i n fo r m a t io n  on the p r e s e n t  and f u tu r e  s t a t e s  of techno logy  
th ro u g h  a f o r m  of  t e ch n o lo g ic a l  f o r e c a s t i n g  no ted  p r e v i o u s l y  in 
C h a p te r  III. The fu tu re  s ta t e  of technology  w i l l  be r e l e v a n t  in t e r m s  
of  d e v e lo p m e n t s  tha t  m a y  t r a n s p i r e  in the n e a r  f u tu r e .  If  t h e r e  
e x i s t s  su ch  a l ike l ihood ,  then the layou t  shou ld  be d e s ig n e d  with  
f lex ib i l i ty  in m in d  to a c c o m m o d a te  fu tu re  t e c h n o lo g ic a l  ch an g e .  In 
any ev en t ,  c o n s id e r a t i o n  g iven  to the p r e s e n t  and f u tu r e  s t a t e s  of 
techno logy  m a y  be v e r y  im p o r t a n t  to the f i r m  in t e r m s  of  p r o d u c t io n  
c o s t s .
G o v e r n m e n t  r e g u la t io n s  c o n c e rn in g  the e n v i r o n m e n t ,  
e n v i r o n m e n ta l  p r e s s u r e  g r o u p s ,  and s a f e ty  r e q u i r e m e n t s  w il l  a l s o  
inf luence  c e r t a i n  f a c t o r s  invo lved  with p lan t  layout  d e c i s io n s .  F o r  
e x a m p le ,  e n v i r o n m e n ta l  r e g u la t io n s  m a y  d ic t a t e  the u se  of po l lu t ion  
c o n t r o l  e q u ip m e n t  which  m a y ,  in tu rn ,  in f luence  the s p a c e  r e q u i r e d  
and  the loca t ion  of o t h e r  a p p a r a t u s .  S i m i l a r l y ,  s a fe ty  r e q u i r e m e n t s  
m a y  d ic t a t e  the i so la t io n  of c e r t a i n  p r o c e s s e s  f r o m  o t h e r s ,  spe c i f ic
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s a fe ty  r e q u i r e m e n t s  fo r  m a c h i n e r y ,  o r ,  p o s s ib ly ,  the type of 
m a t e r i a l  and d e s ig n  of  the bui ld ing .  Since t h e s e  r e q u i r e m e n t s  m a y  
d i f f e r  a c r o s s  s ta t e  l in e s ,  the sp e c i f i c  r e q u i r e m e n t s  of the r eg io n  
w h e re  the p lant  is lo c a te d  w i l l  have to be c o n s id e r e d .
In a s i tu a t io n  w h e r e  the f i r m  i s  dec id in g  on the layout  of 
e x i s t in g  f a c i l i t i e s ,  the d e c i s io n  is  l im i t e d  by the p r e s e n t  s t r u c t u r e  
and its  r e l a t e d  c h a r a c t e r i s t i c s .  U n d e r  th ese  c i r c u m s t a n c e s ,  the 
f i r m  m a y  have to be s a t i s f i e d  with  a l e s s  than  o p t im a l  layout .  T h is  
is  o f ten  the c a s e  w h e r e  a new p lan t  canno t  be c o n s t r u c t e d  and e x i s t i n g  
f a c i l i t i e s  m u s t  be u t i l i z ed .
The in f luence  of h i g h e r  o r d e r  d e c i s io n s  on th is  C 3  v a r i a b l e  
i s  s e e n  in top m a n a g e m e n t ' s  cho ice  on the f i r m ' s  p r o d u c t  m ix .  Th is  
s t r a t e g i c  d e c i s io n  b e a r s  upon o t h e r  v a r i a b l e s ,  s u c h  a s  the d e m a n d  
fo r  the p ro d u c t  and i ts  s t a b i l i t y .  The p e r f o r m a n c e  c r i t e r i a  d i m e n s io n  
of  the s t r a t e g i c  d e c i s io n  s y s t e m  m u s t  a l s o  be c o n s id e r e d  in r e l a t io n  
to p la n t  layou t  d e c i s io n s .  The r e l a t i o n s h i p  b e tw e en  th e se  v a r i a b l e s  
is  e v id e n t  in the f a c t  tha t  p lan t  layout  d e c i s io n s  c an  in f luence  c o s t s ,  
and c o s t s  a r e  d i r e c t l y  r e l a t e d  to c e r t a i n  p e r f o r m a n c e  c r i t e r i a ,  su c h  
a s  r e t u r n  on in v e s tm e n t .  F in a l ly ,  a new p lan t  layou t  m u s t  be c o m ­
p a t ib le  with any d i s t in c t iv e  c o m p e te n c e  the f i r m  h as  e s t a b l i s h e d ,  such  
a s  h ighly  e f f ic ien t  and l o w - c o s t  f a c i l i t i e s .
The f ina l  d e c i s io n  tha t  w i l l  be c o n s i d e r e d  f r o m  the p r o d u c ­
tion a r e a  c o n c e r n s  in v e n to ry  l e v e l s .  In fu n c t io n a l  r e l a t i o n s h i p  f o r m ,
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th is  v a r i a b l e  is d ep ic t e d  a s  fo l low s :
In v e n to ry  l e v e l s  = f ( f o r e c a s t e d  p r o d u c t  d e m a n d ,  f in a n c ia l  c o n ­
s i d e r a t i o n s ,  a v a i l a b i l i t y  of p a r t s  and m a t e r i a l s ,  p u r c h a s e  d i s ­
c o u n t s ,  C} v a r i a b l e s )
M ain ta in in g  p r o p e r  in v e n to ry  le v e l s  is  an  i m p o r t a n t  p a r t  of 
the o v e r a l l  o p e r a t i o n s  of m a n u f a c t u r i n g  e n t e r p r i s e s .  Not  only  a r e  
they  i m p o r t a n t  to the p r o d u c t io n  output  of the f i r m ,  but  they  a l s o  
r e p r e s e n t  a s ig n i f i c a n t  p o r t i o n  of the m o n e y  in v e s te d  in c u r r e n t  
a s s e t s .  To th is  ex ten t ,  o v e r i n v e s t m e n t  in i n v e n t o r i e s  r e p r e s e n t s  
the o p p o r tu n i ty  c o s t  of ty ing  up  e x c e s s  funds tha t  could  be e m p lo y e d  
e l s e w h e r e  a t  a p ro f i t ab le  r e t u r n .  T h is  would be the c a s e  e v e n  if the 
only a l t e r n a t iv e  u se  of th e se  funds  w a s  i n v e s t m e n t  in g o v e r n m e n t  
b o n d s . ^
While  a t t e m p t in g  to m i n i m i z e  o v e r i n v e s t m e n t  in i n v e n t o r i e s ,  
the f i r m  m u s t  be c a r e f u l  not  to c r e a t e  a s i tu a t io n  w h e r e  a r e l a t i v e l y  
low l e v e l  of in v e n to ry  a f f e c t s  d e l i v e r y  r e q u i r e m e n t s .  The c o s t  of 
ru n n in g  out of an  i t e m  m a y  e n t a i l  not  only  l o s s  of s a l e s ,  but p o s s i b l y  
l o s s  of a c u s t o m e r .  The lo s s  of  s a l e s  is  a c o s t  a s s o c i a t e d  with 
c a r r y i n g  too l i t t le  in v en to ry .  The t a sk ,  then,  is  to c a r r y  an  a m o u n t
^ A m m e r ,  M a n u fa c tu r in g  M a n a g e m e n t , pp. 94 -95 .  A d ­
d i t io n a l  c o s t s  r e s u l t  f r o m  s t o r a g e ,  o r d e r i n g ,  and lo s s  of i n v e n to ry .  
A m m e r  s t a t e s ,  h o w e v e r ,  tha t  t h e s e  c o s t s  a r e  u s u a l ly  a l m o s t  t r i v i a l  
c o m p a r e d  with  c a p i t a l  c o s t s .
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of in v en to ry  tha t  is  not  e x c e s s i v e ,  but is  a l s o  not  so  s l ig h t  a s  to 
c a u s e  a l o s s  of s a l e s .
The f i r s t  d e t e r m i n a n t  in the in v e n to ry  l e v e l  e q u a t io n  is 
f o r e c a s t e d  p r o d u c t  d e m a n d ,  w hich  in c lu d es  the m o r e  s p ec i f ic  d e l i v e r y  
c o m m i t m e n t s  m a d e  by s a l e s  p e r s o n n e l .  The im p o r t a n c e  of fu tu re  
d e m a n d  r e q u i r e m e n t s  is  quite  obvious  when one c o n s i d e r s  tha t  
p ro d u c t io n  output  r e l i e s  h eav i ly  on d e m a n d  f o r e c a s t s ,  and tha t  th is  
output  b e a r s  a d i r e c t  r e l a t io n  to in v en to ry  l e v e l s .  Once ag a in ,  the 
inputs  c o n c e r n in g  fu tu re  d e m a n d  o r  s a l e s  f o r e c a s t s  a r e  m a r k e t in g  
inputs  lend ing  m u l t i - f u n c t io n a l i ty  to th is  C 3  p r o d u c t io n  v a r i a b l e .
B e fo re  f ina l  d e c i s io n s  a r e  m a d e  on sp e c i f i c  in v e n to ry  l e v e l s ,  
q u a n t i t i e s  m u s t  a l s o  be a n a ly z e d  in r e l a t i o n  to the funds r e q u i r e d  to 
s u p p o r t  them .  F i n a n c i a l  inputs  c o n c e rn in g  c a s h  flow and the to ta l  
a m o u n t  of funds a v a i lab le  to in v e s t  in i n v e n t o r i e s  m a y  p lace  c e r t a i n  
c o n s t r a i n t s  on the in v e n to ry  l e v e l  d e c i s io n .  As no ted  p r e v io u s ly ,  the 
f in a n c ia l  m a n a g e r  is c o n c e r n e d  with  the le v e l  of i n v e n t o r i e s  in t e r m s  
of w o rk in g  c a p i t a l  m a n a g e m e n t .  Th is  fo l lows  f r o m  the f ac t  that  
in v e n to r i e s  r e p r e s e n t  a s ig n i f ican t  p o r t io n  of the w ork ing  c a p i t a l  of 
a f i r m .  ^ 0
The a v a i l a b i l i ty  of p a r t s  and m a t e r i a l s  tha t  a r e  n e c e s s a r y  to 
m a n u f a c tu r e  a f in ished  p ro d u c t  is  a n o th e r  i m p o r t a n t  input  to the 
in v en to ry  leve l  d e c i s io n .  I f  p ro d u c t io n  m a n a g e m e n t  have  r e l i a b le
5°Van H o rn e ,  F i n a n c i a l  M a n a g e m e n t , p. 388.
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s o u r c e s  fo r  p a r t s  and m a t e r i a l s  and a r e  r e a s o n a b l y  s u r e  of the 
d e l i v e r y  t im e  involved,  the in v en to ry  tha t  they m a i n t a i n  as  a bu f fe r  
to g u a rd  a g a in s t  running  s h o r t  m a y  be quite s m a l l .  On the o th e r  
hand,  if the p r a c t i c e s  of s u p p l i e r s  a r e  q u es t io n a b le ,  o r  if the fu tu re  
a v a i l a b i l i ty  of the i t e m  i t s e l f  is not c e r t a i n ,  then  in v e n to r i e s  m a y  be 
kept  a t  r e l a t i v e ly  h ig h e r  l e v e l s .
F in a l ly ,  c e r t a i n  p a r t s  and  m a t e r i a l s  m a y  be a c c o m p a n ie d  
by d i s c o u n t s  fo r  l a r g e  q u an t i t i e s  p u r c h a s e d .  P u r c h a s e  d isc o u n ts  o r  
b r e a k s  m u s t  be an a ly z ed  in r e l a t io n  to the ad d i t io n a l  c o s t  of c a r r y i n g  
l a r g e r  q u an t i t i e s  of in ven to ry .
The in v e n to ry  l ev e l  d e c i s io n ,  l ike the p r e v io u s  p ro d u c t io n  
d e c i s io n ,  is  an ou tg row th  of the p ro d u c t s  the f i r m  m a n u f a c t u r e s  and 
the c u s t o m e r s  it s e r v e s .  In add i t ion ,  if the co m p an y  h a s  buil t  a 
d i s t in c t iv e  c o m p e te n c e  on a po l icy  of p r o m p t  d e l i v e r i e s  on s h o r t  
n o t ic e ,  this  f a c t o r  wi l l  a l s o  in f luence  in v e n to ry  l e v e l s .  .As a f ina l  
note ,  s ince  in v en to ry  le v e l  is an  i n v e s tm e n t  and a use  of funds ,  the 
in v e n to ry  m a y  be c o n s t r a i n e d  by the to ta l  am o u n t  of funds  a v a i lab le  
fo r  a l l  i n v e s tm e n t  p r o j e c t s .  At a t im e  when the f i r m  is  s h o r t  of 
funds,  it m a y  choose  to cut back  on in v e n to r i e s  and use  the funds fo r  
o th e r  in v es tm e n t  o p p o r tu n i t i e s .
C h a p te r  S u m m a r y  
The s t r u c t u r e  of m u l t i - f u n c t io n a l  o r  c l a s s  th r e e  d ec i s io n  
v a r i a b l e s  in this  f r a m e w o r k  i l l u s t r a t e s  the r e l a t i o n s h i p  be tw een  the
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h ighes t  o r d e r  d e c i s io n s  in the f i r m  and the d e c i s io n s  tha t  a r e  
n e c e s s a r y  fo r  t a s k  a r e a  a c t i v i t i e s .  The s t r u c t u r e  a l s o  i l l u s t r a t e s  
the in te rd e p e n d e n c y  tha t  e x i s t s  b e tw een  t a s k  a r e a s - - a  p h en o m en o n  tha t  
has  been  r e c o g n iz e d  by the s y s t e m s  v iew poin t  and m a d e  m o r e  e x p l ic i t  
via the d e c i s io n  o r i e n ta t i o n  u s e d  h e r e .
The d e c i s io n s  d i s c u s s e d  in th is  c h a p t e r  have  been  r e f e r r e d  
to a s  m u l t i - f u n c t io n a l .  It  should  a l s o  be r e c o g n iz e d  that  C j  and C 2  
d e c i s io n s  a r e  m u l t i - f u n c t io n a l ,  f o r  they  too m u s t  c o n s id e r  a l l  
func t iona l  a r e a s  when d es ig n in g  s t r a t e g i c  and im p le m e n ta t iv e  p lan s .
It is  s u g g e s t e d  that  a l though  C 3  d e c i s io n s  a r e  m a d e  with in  the v a r i ­
ous t a s k  a r e a s  of the f i r m ,  they  c o n t r ib u te  to o r g a n i z a t i o n a l  i n t e r ­
d ep e n d e n c ie s  which  cannot  be o v e r lo o k ed  when guid ing the to ta l  
e n t e r p r i s e .
F ig u r e  I I - 1 inc ludes  a fo u r th  c l a s s  of e n t e r p r i s e  d e c i s io n s  
tha t  have been  t e r m e d  func t iona l ly  independen t .  T h is  c l a s s  has  been  
d e s c r i b e d  as  the m o r e  rou t ine  type of d e c i s io n  m a d e  wi th in  t a sk  
a r e a s  and e s s e n t i a l l y  without  inputs  f r o m  o th e r  a r e a s .  Although 
th ese  d e c i s io n s  a r e  the lo w es t  o r d e r  in the f r a m e w o r k  p r e s e n t e d  
h e r e ,  they  a r e  n e c e s s a r y  fo r  con t inued  o p e r a t io n  of the e n t e r p r i s e .  
E x a m p le s  of th e se  d e c i s io n s  would include cho ice  of a d v e r t i s i n g  
m e d ia  and s a l e s  t e r r i t o r i e s  and r o u te s  in m a r k e t in g ,  accoun t ing  
p r o c e d u r e s  and c o s t  a n a ly s i s  techn iques  in f ina nce ,  and qual i ty
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c o n t r o l  techn iques  and e q u ip m e n t  m a in t e n a n c e  s ch e d u le s  f r o m  
p roduc t ion .
M any  d e c i s io n s  d i s c u s s e d  in th is  c h a p t e r  a r e  dependen t  on 
one an o th e r .  T h a t  i s ,  the d e c i s io n s  a r e  not  n e c e s s a r i l y  m u tu a l ly  
e x c lu s iv e ,  and s im u l t a n e o u s  so lu t ion  of so m e  of t h e m  m a y  be 
r e q u i r e d .  An e x a m p le  of th is  d ep en d en cy  is  s e e n  be tw een  the w o r k ­
ing c a p i t a l  l e v e l  d e c i s io n  w hich  is  a func t ion  of c a s h  flow and 
in v e n to r i e s  and the in v e n to ry  l e v e l  d e c i s io n  w hich  is d ependen t  on 
f in a n c ia l  c o n s id e r a t i o n s  i n h e r e n t  in the w o rk in g  c a p i t a l  equa t ion .  
I n te rd e p e n d e n c y ,  then,  is  a f a c to r  tha t  m u s t  be t r e a t e d  when the 
f ina l  d e c i s io n s  a r e  m ad e .
The q u es t io n  of who a c tu a l ly  h a s  the d e c i s io n - m a k i n g  
a u th o r i t y  fo r  the d e c i s io n s  p r e s e n t e d  m ig h t  be r a i s e d  in som e  c a s e s .  
An e x a m p le  of this  i s s u e  could  a r i s e  in co n n ec t io n  with  the inven to ry  
le v e l  d e c i s io n .  Some m ig h t  a rg u e  tha t  f in i sh e d  goods in v e n to ry  l e v e l  
should  com e  u n d e r  m a r k e t i n g ' s  a u th o r i ty .  In r e a l  w or ld  s i tu a t io n s ,  
the locus  of d e c i s io n - m a k i n g  a u th o r i t y  m a y  v a r y  a c r o s s  in d u s t ry  
l in e s  and p o ss ib ly  f r o m  f i r m  to f i r m  in the s a m e  in d u s t ry .  In any 
even t ,  th is  p a p e r  is not in tended  to r e s o lv e  i s s u e s  r e l a t e d  to w h e re  
the locus  of d e c i s io n - m a k i n g  a u th o r i ty  should  o r  should  not r e s i d e .  
The point to be m ade  is that the d e c i s io n  w il l  be m u l t i - f u n c t io n a l  no 
m a t t e r  who has  f ina l  d e c i s io n - m a k i n g  au th o r i ty .
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This  c h a p t e r  c o m p le t e s  a d i s c u s s i o n  of a t h e o r e t i c a l  f r a m e ­
w o rk  fo r  c o r p o r a t e  s t r a t e g y .  The d i s c u s s io n  has  b e e n  b a s e d  on a 
d e c i s io n  o r i e n ta t i o n  which  has  d e s c r i b e d  the f o r m u l a t i o n  and i m p l e ­
m e n ta t io n  of s t r a t e g y  and i ts  r e l a t i o n s h i p  to a l l  o t h e r  a c t i v i t i e s  in 
the f i r m  via fo u r  g e n e r a l  c l a s s e s  of d e c i s io n  v a r i a b l e s .  In o th e r  
w o r d s ,  the f r a m e w o r k  p r e s e n t e d  h e r e  w il l  f a c i l i t a t e  both  d e s c r i p ­
tion and a n a l y s i s  of how the f i r m  r e l a t e s  i t s e l f  to the e n v i r o n m e n t  
and how s t r a t e g i c  c h o ic e s  guide a l l  s u b se q u en t  a c t i v i t i e s  wi th in  the 
f i r m .
CHAPTER V
R E S E A R C H  D E S I G N  A N D  M E T H O D O L O G Y
Th e  t h r e e  p r e v i o u s  c h a p t e r s  o f  t h i s  d i s s e r t a t i o n  h a v e  b e e n  
d e v o t e d  to d e v e l o p i n g  a t h e o r e t i c a l  f r a m e w o r k  f o r  c o r p o r a t e  s t r a t ­
e g y .  C h a p t e r  II p r e s e n t e d  a c o n c e p t u a l  m o d e l  o f  e n t e r p r i s e  
d e c i s i o n  m a k i n g  ( F i g u r e  II — 1) b a s e d ,  f o r  th e  m o s t  p a r t ,  on  a r e v i e w  
o f  e x i s t i n g  l i t e r a t u r e  in the f i e l d .  T h e  s t r a t e g y  p o r t i o n  o f  the m o d e l  
i s  b a s e d  on the i d e a  that t h e r e  e x i s t s  a f i n i t e  s e t  o f  d e c i s i o n s  that  
d e f i n e  c o r p o r a t e  s t r a t e g y .  T h i s  c o n c e p t  o f  a " s t r a t e g i c  d e c i s i o n  
s y s t e m "  p r o v i d e d  the  f o u n d a t i o n  f o r  the  t h e o r e t i c a l  d i s c u s s i o n  o f  the  
s t r a t e g i c  p r o c e s s  in C h a p t e r  III. C h a p t e r  IV c o m p l e t e d  a f r a m e w o r k  
f o r  c o r p o r a t e  s t r a t e g y  by d i s c u s s i n g  the d e c i s i o n s  tha t  t a k e  p l a c e  
w i t h i n  the f u n c t i o n a l  a r e a s  o f  the f i r m .  T h i s  d i s c u s s i o n  f o c u s e d  on  
(a)  the r e l a t i o n s h i p  b e t w e e n  s t r a t e g i c  a n d  f u n c t i o n a l  a r e a  d e c i s i o n s  
a nd  (b) the i n t e r d e p e n d e n c y  th a t  e x i s t s  b e t w e e n  f u n c t i o n a l  a r e a  
d e c i s  i o n s .
T h e  " s t r a t e g i c  d e c i s i o n  s y s t e m "  c o n c e p t  a l s o  p r o v i d e s  a 
b a s i s  f o r  the e m p i r i c a l  w o r k  in t h i s  r e s e a r c h  w h i c h  f o c u s e s  on how  
c o r p o r a t e  s t r a t e g y  i s  f o r m u l a t e d  in a r e a l  w o r l d  s e t t i n g .  T h e
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r e s e a r c h  i s  p a t t e r n e d  a f t e r  p a r t  o f  the  t h e o r e t i c a l  d i s c u s s i o n  o f  
s t r a t e g y  f o r m u l a t i o n  d e s c r i b e d  in C h a p t e r  III.  In m o r e  s p e c i f i c  
t e r m s ,  the r e s e a r c h  w i l l  l o o k  upon  the p r o c e s s  o f  f o r m u l a t i n g  s t r a t ­
e g y  f r o m  a d e c i s i o n  o r i e n t a t i o n  u t i l i z i n g  a m o d e l  o f  s t r a t e g y  f o r m u ­
l a t i o n  s i m i l a r  to  the o n e  d e v e l o p e d  e a r l i e r  ( F i g u r e  I I I - 2 ) .  Th e  
r e v i s e d  m o d e l  f o r  the e m p i r i c a l  w o r k  i s  d e p i c t e d  in  F i g u r e  V - l .  * 
O n c e  a g a i n ,  the " s t r a t e g i c  d e c i s i o n  s y s t e m "  p r o v i d e s  the  f o u n d a t i o n  
f o r  t h i s  m o d e l .  L o g i c a l l y ,  a n  i n v e s t i g a t i o n  o f  s t r a t e g y  s h o u l d  b e g i n  
w i t h  the  s t r a t e g i c  d e c i s i o n s  t h a t  a r e  m a d e ,  a nd  the  f i v e  C j  v a r i a b l e s  
p r o v i d e  t h i s  s t a r t i n g  p o i n t .
F r o m  an  e m p i r i c a l  p o i n t  o f  v i e w ,  the c o n c e p t  o f  a " s t r a t e g i c  
d e c i s i o n  s y s t e m "  p l a c e s  d e f i n a b l e  l i m i t s  on s t r a t e g y  tha t  did not  
e x i s t  b e f o r e .  T h i s  a l l o w s  i n v e s t i g a t i o n  o f  s t r a t e g y  w i t h o u t  b e c o m i n g  
i n v o l v e d  w i t h  d e f i n i t i o n a l  p r o b l e m s  and  i n d i v i d u a l i s t i c  v i e w p o i n t s  tha t  
h a v e  t r a d i t i o n a l l y  s u r r o u n d e d  t h i s  n e b u l o u s  c o n c e p t .  E s s e n t i a l l y ,  
the  f i n i t e  s e t  o f  s t r a t e g i c  d e c i s i o n s  o f f e r  a f r a m e w o r k  th a t ,  e v e n  i f  
n o t  u n i v e r s a l l y  a g r e e d  u p o n ,  f a c i l i t a t e s  the i n v e s t i g a t i o n  o f  s t r a t e g y  
f o r m u l a t i o n  in the  r e a l  w o r l d  w i t h  a m e t h o d o l o g y  t h a t  p r e v i o u s l y  d id  
n o t  e x i s t .
In a m a n n e r  c o n s i s t e n t  w i t h  F i g u r e  V - l ,  t h i s  r e s e a r c h  
d e f i n e s  s t r a t e g y  f o r m u l a t i o n  a s  c o n s i s t i n g  o f  (a)  a s e t  o f  s t r a t e g i c
^ S t r a t e g i c  d e c i s i o n  c r i t e r i a  ( w h i c h  w e r e  n o t  i n c l u d e d  in 
F i g u r e  I I I - 2 )  h a v e  b e e n  a d d e d  to t h i s  m o d e l .
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FIGURE V - l  
A M O D EL O F STR A TE G Y  FORM ULATION
E x o g e n o u s
n f o r m a t i o n
E n d o g e n o u s
I n f o r m a t i o n
C o r p o r a t e
S t r a t e g y
R e - e v a l u a t i o n  
F  r e q u e n c y
S t r a t e g i c
D e c i s i o n
S y s t e m
S t r a t e g i c
D e c i s i o n
C r i t e r i a
S t r a t e g i c  
D e c i s i o n  
M a k e  r s
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d e c i s i o n s ,  (b) the  e x t e r n a l  and  i n t e r n a l  i n f o r m a t i o n  n e c e s s a r y  to  
m a k e  t h o s e  d e c i s i o n s ,  (c)  th e  s t r a t e g i c  d e c i s i o n  m a k e r s  and  the  
c r i t e r i a  t h e y  u s e ,  and  (d) the f r e q u e n c y  w i t h  w h i c h  s t r a t e g i c  
d e c i s i o n s  a r e  (or  c o r p o r a t e  s t r a t e g y  i s )  r e - e v a l u a t e d .  ^
T h e  r e s e a r c h  e x p a n d s  t h i s  m o d e l  o f  s t r a t e g y  f o r m u l a t i o n  by  
a s k i n g  e x e c u t i v e s  c e r t a i n  q u e s t i o n s ,  s u c h  a s  w h a t  t y p e  o f  i n f o r m a t i o n  
w o u l d  top  m a n a g e m e n t  s e e k  in o r d e r  to m a k e  e a c h  s t r a t e g i c  d e c i s i o n ;  
w h a t  a r e  the s o u r c e s  o f  the i n f o r m a t i o n ,  the f o r m  the  i n f o r m a t i o n  i s  
in w h e n  r e c e i v e d ,  and  the f r e q u e n c y  w i t h  w h i c h  the  i n f o r m a t i o n  i s  
r e c e i v e d ;  and  w h o  a r e  the p e o p l e  that  m a k e  the f i n a l  s t r a t e g i c  
d e c i s i o n s ,  w h a t  c r i t e r i a  d o  t h e y  u s e ,  and  h o w  o f t e n  do  t h e y  r e ­
e v a l u a t e  t h e i r  s t r a t e g i e s .
The  s e c o n d  c h a p t e r  o f  t h i s  p a p e r  p r o v i d e d  a r e v i e w  o f  d e ­
s c r i p t i v e  and p r e s c r i p t i v e  l i t e r a t u r e  p e r t a i n i n g  to the t o p i c  o f  
c o r p o r a t e  s t r a t e g y .  B e f o r e  p r o c e e d i n g  to  the s p e c i f i c s  o f  t h i s  
e m p i r i c a l  r e s e a r c h ,  it i s  a p p r o p r i a t e  to  r e l a t e  l i t e r a t u r e  that  r e p o r t s  
on  e x p e r i m e n t a l  a n a l y s i s  o f  c e r t a i n  v a r i a b l e s  i n v o l v e d  w i t h  f o r m u ­
l a t i n g  s t r a t e g y .  R e s e a r c h  o f  t h i s  ty p e  i s  in i t s  v e r y  e a r l y  s t a g e s  o f  
d e v e l o p m e n t .  C o n s e q u e n t l y ,  the f o l l o w i n g  b r i e f  d i s c u s s i o n  is
2
With the e x c e p t i o n  o f  s t r a t e g i c  d e c i s i o n  c r i t e r i a ,  t h i s  
d e f i n i t i o n  i s  the s a m e  a s  the o n e  d e v e l o p e d  in the t h e o r e t i c a l  d i s c u s ­
s i o n  in C h a p t e r  III.
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l i m i t e d  to  a s m a l l  n u m b e r  o f  a p p r o a c h e s  f o u n d  in  the  l i t e r a t u r e  that  
a r e  c o n s i d e r e d  r e l e v a n t  to the  e m p i r i c a l  f o c u s  o f  t h i s  d i s s e r t a t i o n .
E m p i r i c a l  L i t e r a t u r e
T h e  f i r s t  e x a m p l e  o f  e x p e r i m e n t a l  r e s e a r c h  had a s  i t s  
p u r p o s e  to  i d e n t i f y  the s i g n i f i c a n t  d i f f e r e n c e s  a m o n g  the  s t r a t e g i e s  
p r o d u c e d  by t w o  c l a s s e s  o f  s t r a t e g i c  p l a n n i n g  p r o c e d u r e s  - - s y n o p t i c  
( h o l i s t i c )  a nd  i n c r e m e n t a l .   ̂ Th e  m a j o r  f o c u s  o f  the e x p e r i m e n t  w a s  
on  the r e l a t i o n  b e t w e e n  the s t r a t e g i c  p l a n n i n g  p r o c e d u r e  u s e d  and  
the  r e s u l t i n g  s t r a t e g y .
T h e  r e s e a r c h  d e s i g n  u t i l i z e d  t e a m s  o f  M . B . A .  s t u d e n t s  a s  
the s t r a t e g y  f o r m u l a l o r s .  Th e  t e a m s  d e v e l o p e d  w r i t t e n  s t r a t e g i e s  
on  p o l i c y  c a s e s ,  s o m e  u s i n g  the s y n o p t i c  a p p r o a c h  and  o t h e r s ,  the  
i n c r e m e n t a l  a p p r o a c h .  Th e  r e s u l t i n g  s t r a t e g i e s  w e r e  t h e n  e v a l u a t e d  
to  d e t e r m i n e  h o w  t h e y  d i f f e r e d  a c c o r d i n g  to the  p r o c e d u r e  u s e d .
T h e  s i m i l a r i t y  o f  t h i s  r e s e a r c h  to that  o f  t h i s  d i s s e r t a t i o n  
l i e s  o n l y  in the o v e r a l l  f o c u s  on  s t r a t e g i c  p l a n n i n g .  Of  p a r t i c u l a r  
r e l e v a n c e ,  h o w e v e r ,  i s  the u s e  o f  s t u d e n t s  to  f a c i l i t a t e  the c a r r y i n g  
o u t  o f  the r e s e a r c h .  A l t h o u g h  v a l u a b l e  i n s i g h t s  c a n  be g a i n e d  
u t i l i z i n g  s u c h  a r e s e a r c h  d e s i g n ,  it i s  a l s o  i m p o r t a n t  to  d e v e l o p  
f r a m e w o r k s  and  m e t h o d o l o g i e s  tha t  a l l o w  i n v e s t i g a t i o n  o f  c o r p o r a t e
3
S t e v e n  C .  W h e e l w r i g h t ,  "An E x p e r i m e n t a l  A n a l y s i s  of  
S t r a t e g i c  P l a n n i n g  P r o c e d u r e s ,  11 J o u r n a l  o f  B u s i n e s s  P o l i c y , III 
( S p r i n g ,  1 9 7 3 ) ,  pp.  6 1 - 7 3 .
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s t r a t e g y  in r e a l  w o r l d  s i t u a t i o n s .  It i s  o b v i o u s  t h a t  the  a p p r o a c h  
d e s c r i b e d  a b o v e  w o u l d  be v e r y  d i f f i c u l t  to  i m p l e m e n t  in  a n  a c t u a l  
b u s i n e s s  e n v i r o n m e n t .
A s e c o n d  a p p r o a c h  f o u n d  in  the  l i t e r a t u r e  h a s  b e e n  p r o p o s e d  
by P r o f e s s o r  M i n t z b e r g  a t  M c G i l l  U n i v e r s i t y . ^  T h i s  a p p r o a c h  i s  
p a r t i c u l a r l y  r e l e v a n t  due  to i t s  f o c u s  on  a n a l y z i n g  r e a l  w o r l d  data  
to  d e t e r m i n e  h o w  s t r a t e g y  i s  f o r m u l a t e d .  In o r d e r  to  a c c o m p l i s h  
t h i s  a i m ,  the r e s e a r c h  d e s i g n  a n a l y z e s  s t r e a m s  o f  s i g n i f i c a n t  
d e c i s i o n s  in o r g a n i z a t i o n s  o v e r  lo n g  p e r i o d s  o f  t i m e .  T h e  r e s e a r c h  
c o n s i s t s  o f  the  f o l l o w i n g  s t e p s :
(1) the i d e n t i f i c a t i o n  o f  a c h r o n o l o g y  o f  d e c i s i o n s  and  e v e n t s  
u t i l i z i n g  s o u r c e s  s u c h  a s  n e w s  r e p o r t s ,  the p r o d u c t  
i t s e l f ,  i n t e r n a l  r e c o r d s ,  and  a n n u a l  r e p o r t s ;
(2) a n a l y s i s  o f  the c h r o n o l o g y  o f  d e c i s i o n s  to i n f e r  c o n s i s t e n t  
p a t t e r n s ,  o r  s t r a t e g i e s ,  s u c h  a s  p e r i o d s  o f  f l u x  (no p a t ­
t e r n s ) ,  p e r i o d s  o f  g l o b a l  c h a n g e  in s t r a t e g y  ( d e c i s i o n  
s t r e a m s  in a l l  a r e a s  c h a n g e ) ,  p e r i o d s  o f  p i e c e m e a l  
c h a n g e  in  s t r a t e g y ,  and  p e r i o d s  o f  c o n t i n u i t y  in  s t r a t e g y ;  
and
^ H e n r y  M i n t z b e r g ,  " R e s e a r c h  on  S t r a t e g y - M a k i n g "  ( p r o f e s ­
s i o n a l  p a p e r  p r e s e n t e d  at  the N a t i o n a l  M e e t i n g  o f  the  A c a d e m y  o f  
M a n a g e m e n t ,  D i v i s i o n  o f  B u s i n e s s  P o l i c y  an d  P l a n n i n g ,  M i n n e a p o l i s ,  
1972).
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(3) an  a n a l y s i s  o f  s t r a t e g y - m a k i n g  f a c i l i t a t e d  by b a c k g r o u n d  
m a t e r i a l  ( e . g . ,  b o o k s  and  a r t i c l e s  on the o r g a n i z a t i o n ,  
p e r s o n a l  i n t e r v i e w s  w i t h  the  s t r a t e g y  m a k e r s ,  i n t e r n a l  
r e p o r t s ,  e t c . )  to  h e l p  e x p l a i n  the  d e v e l o p m e n t  o f  the  
o r g a n i z a t i o n ' s  s t r a t e g y .
F r o m  the p r e c e d i n g  d e s c r i p t i o n  o f  t h i s  a p p r o a c h  to i n v e s t i g a t ­
i n g  s t r a t e g y  f o r m u l a t i o n ,  i t  c a n  be s e e n  tha t  i t i s  s u b j e c t e d  to c o n ­
s i d e r a b l e  i n f e r e n c e  a n d  i n t e r p r e t a t i o n  by the  r e s e a r c h e r s  i n v o l v e d .  
T h e  e m p i r i c a l  w o r k  o f  t h i s  d i s s e r t a t i o n  a l s o  f o c u s e s  on s t r a t e g y  
f o r m u l a t i o n  in a r e a l  w o r l d  s e t t i n g .  H o w e v e r ,  i t i s  g u i d e d  by a 
t h e o r e t i c a l  f r a m e w o r k  a nd  m o d e l  o f  s t r a t e g y  f o r m u l a t i o n  that  w i l l  
f a c i l i t a t e  the d a t a  g a t h e r i n g  t a s k .  B y  u t i l i z i n g  a m o r e  a n a l y t i c a l  
c o n c e p t  o f  s t r a t e g y  f o r m u l a t i o n ,  the e m p i r i c a l  r e s e a r c h  f o r  t h i s  
d i s s e r t a t i o n  e l i m i n a t e s  a g r e a t  d e a l  o f  i n f e r e n c e  and  i n t e r p r e t a t i o n  
that  i s  i n h e r e n t  in  the a f o r e m e n t i o n e d  s t u d y .
T h e  i d e a  that  t h i s  r e s e a r c h  p l a c e s  a m a j o r  f o c u s  on  the  
i n f o r m a t i o n  i n p u t s  to  the  s t r a t e g y  f o r m u l a t i o n  p r o c e s s  p l a c e s  r e l e ­
v a n c e  o n  l i t e r a t u r e  p e r t a i n i n g  to o b t a i n i n g  s t r a t e g i c  i n f o r m a t i o n .  
A g u i l a r ' s  w o r k  in t h i s  a r e a  c o n c e r n e d  i t s e l f  w i t h  e n v i r o n m e n t a l  
i n p u t s  r e l a t e d  to s t r a t e g y .  ". . . the  o b j e c t i v e  o f  the r e s e a r c h  w a s  
to  s t u d y  w h a t  i n f o r m a t i o n  m a n a g e r s  o b t a i n  about  the o u t s i d e  e n v i r o n ­
m e n t  f o r  p u r p o s e s  o f  d e t e r m i n i n g  s t r a t e g y ,  the s o u r c e s  t h e y  u s e  to
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g e t  t h i s  i n f o r m a t i o n ,  the w a y s  in  w h i c h  t h e y  g e t  i t ,  a n d  (to a l e s s e r  
d e g r e e )  w h y  t h e y  s c a n  the  e n v i r o n m e n t  a s  t h e y  d o .
T h e  s t u d y  w a s  p r e d o m i n a n t l y  d e s c r i p t i v e  and  a n a l y t i c a l  w i t h  
the p r i n c i p a l  m e a n s  o f  r e s e a r c h  b e i n g  the i n t e r v i e w .  In o r d e r  to  
o b t a i n  the  d a t a ,  the r e s e a r c h e r  a s k e d  m a n a g e r s  to  r e c a l l  an  
i n s t a n c e  o f  a n  e v e n t  t h a t  o c c u r r e d  o u t s i d e  the c o m p a n y  w h i c h  had  
" l o n g - r a n g e  o r  s t r a t e g i c  i m p l i c a t i o n s .  " T h e  m a n a g e r  w a s  t h e n  
a s k e d  a n u m b e r  o f  q u e s t i o n s  p e r t a i n i n g  to  the s o u r c e s  o f  t h i s  i n f o r ­
m a t i o n  and  the  w a y s  in w h i c h  s u c h  i n f o r m a t i o n  i s  c o l l e c t e d .  T h e  
d a ta  o b t a i n e d  a l l o w e d  the r e s e a r c h e r  to d e s c r i b e  an d  a n a l y z e  (a)  the  
e x t e r n a l  i n f o r m a t i o n  that m a n a g e r s  o b t a i n ,  (b) w h e r e  m a n a g e r s  
o b t a i n  e x t e r n a l  i n f o r m a t i o n ,  ( c )  h o w  m a n a g e r s  o b t a i n  e x t e r n a l  
i n f o r m a t i o n ,  and  (d)  s p e c i f i c  s c a n n i n g  p r a c t i c e s  i n  t h r e e  f i r m s .
A f t e r  c o l l e c t i n g  the  d a t a ,  the r e s e a r c h e r  n o t e d  t h a t  s o m e  
" m a n a g e r s  g a v e  r e s p o n s e s  b a s e d  on  t h e i r  o w n  i d e a s  a s  to  w h a t  
i n f o r m a t i o n  a p p e a r e d  to  t h e m  i m p o r t a n t .  B e f o r e  a n a l y s i s  w a s  
p e r f o r m e d  on the d a t a ,  the  r e s e a r c h e r  a t t e m p t e d  to e l i m i n a t e  
r e s p o n s e s  that  he  f e l t  w e r e  q u e s t i o n a b l e  w i t h  r e s p e c t  to  b e i n g
^ F r a n c i s  J o s e p h  A g u i l a r ,  S c a n n i n g  the B u s i n e s s  E n v i r o n ­
m e n t  ( N e w  Y o r k :  T h e  M a c m i l l a n  C o m p a n y ,  1 9 6 7 ) ,  p. 2 0 9 .
6I b i d . , p. 42.
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s t r a t e g i c .  He d id  t h i s  by  s e p a r a t i n g  d a ta  that  a p p e a r e d  m o s t  l i k e l y
•7
to  h a v e  s t r a t e g i c  v a l u e  f r o m  t h a t  w h i c h  d id  n o t .
P a r t  o f  the  r e s e a r c h  f o r  t h i s  p a p e r  a l s o  d e a l t  w i t h  s t r a t e g i c  
i n f o r m a t i o n  f r o m  th e  e n v i r o n m e n t ,  h o w  the  i n f o r m a t i o n  i s  r e c e i v e d  
a n d  f r o m  w h o m .  In t h i s  r e s p e c t ,  the a n a l y s i s  o f  the d a t a  in  the  
A g u i l a r  s t u d y  w i l l  be  h e l p f u l  in  l a t e r  c h a p t e r s  in  e x p l a i n i n g  c e r t a i n  
f i n d i n g s  in t h i s  r e s e a r c h .
A l t h o u g h  the A g u i l a r  s t u d y  an d  the  o n e  h e r e  b o th  i n v o l v e  
s t r a t e g i c  i n f o r m a t i o n ,  t h e r e  a r e  m a j o r  d i f f e r e n c e s  in the t w o  that  
s h o u l d  be b r o u g h t  f o r t h .  F i r s t  o f  a l l ,  o b t a i n i n g  e n v i r o n m e n t a l  i n f o r ­
m a t i o n  i s  o n l y  p a r t  o f  the  s t r a t e g y  f o r m u l a t i o n  p r o c e s s .  W h i l e  
A g u i l a r  f o c u s e d  on  e n v i r o n m e n t a l  s t r a t e g i c  i n f o r m a t i o n ,  t h i s  s l u d y  
f o c u s e s  on  the t o t a l  p r o c e s s  o f  s t r a t e g y  f o r m u l a t i o n  a s  d e s c r i b e d  in 
F i g u r e  V - l .  F u r t h e r m o r e ,  the A g u i l a r  s t u d y  w a s  c o n s i d e r a b l y  
m o r e  u n s t r u c t u r e d  in  the  m a n n e r  in  w h i c h  s t r a t e g i c  i n f o r m a t i o n  w a s  
d e f i n e d .  W h i l e  A g u i l a r  d e f i n e d  s t r a t e g i c  i n f o r m a t i o n  a s  tha t  i n f o r ­
m a t i o n  h a v i n g  " l o n g - r a n g e  o r  s t r a t e g i c  i m p l i c a t i o n s "  ( n e c e s s i t a t i n g  
j u d g m e n t  o n  th e  p a r t  o f  r e s p o n d e n t s ) ,  t h i s  s t u d y  d e f i n e s  s t r a t e g i c  
i n f o r m a t i o n  a s  i n f o r m a t i o n  tha t  i s  u s e d  a s  an  in p u t  to  m a k i n g  
s t r a t e g i c  d e c i s i o n s .  S t r a t e g i c  d e c i s i o n s  a r e  f u r t h e r  d e f i n e d  by the  
f i v e  C j  v a r i a b l e s .  T h i s  a l l e v i a t e s  d e f i n i t i o n a l  p r o b l e m s  an d  p l a c e s
^ I b i d . , p. 54.
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the  r e s p o n d e n t  a nd  i n t e r v i e w e r  in  a p o s i t i o n  o f  a g r e e m e n t  o v e r  the  
c o n c e p t  o f  s t r a t e g y .  It a l s o  a l l e v i a t e s  the p r o b l e m  o f  r e s p o n d e n t s  
c o n f u s i n g  i m p o r t a n t  i n f o r m a t i o n  w i t h  s t r a t e g i c  i n f o r m a t i o n .
O t h e r  r e l a t e d  r e s e a r c h  in t h i s  a r e a  h a s  f o c u s e d  on s t r a t e g y  
a s  a g i v e n  d i m e n s i o n  o f  the  f i r m .  In o n e  e x a m p l e  o f  t h i s  t y p e  o f  
r e s e a r c h ,  s t r a t e g y  w a s  i d e n t i f i e d  a s  the d e g r e e  to  w h i c h  the c o m p a n y  
d e r i v e d  s a l e s  f r o m  e i t h e r  r e l a t e d  b u s i n e s s ,  u n r e l a t e d  b u s i n e s s e s ,  
o r  a v e r t i c a l l y  i n t e g r a t e d  c h a i n  o f  b u s i n e s s e s .  C o m p a n i e s  w e r e  t h e n  
a n a l y z e d  to s e e  h o w  o r g a n i z a t i o n a l  s t r u c t u r e  had  c h a n g e d  in r e l a t i o n  
to  t h e s e  s t r a t e g i e s  o v e r  a p e r i o d  o f  t i m e . ^
A m o s t  r e c e n t  r e s e a r c h  e f f o r t  r e p o r t s  on the " I m p a c t  o f  
S t r a t e g i c  P l a n n i n g  on  P r o f i t  P e r f o r m a n c e .  T h e  u s e  o f  the c o n c e p t  
o f  s t r a t e g y  w a s  l i m i t e d ,  h o w e v e r ,  to a n u m b e r  o f  f a c t o r s  ( s u c h  a s  
m a r k e t  s h a r e ,  p r o d u c t  q u a l i t y ,  m a r k e t i n g  e x p e n d i t u r e s ,  R & D 
e x p e n d i t u r e s ,  i n v e s t m e n t  i n t e n s i t y ,  and  c o r p o r a t e  d i v e r s i t y )  that  
i n f l u e n c e  r e t u r n  on  i n v e s t m e n t .  T h e  p u r p o s e  w a s  to d e t e r m i n e  the  
i n f l u e n c e  that  t h e s e  f a c t o r s  ( w h i c h  the a u t h o r s  r e f e r  to  a s  m a r k e t
Q
F o r  an  a r t i c l e  tha t  d r a w s  u p o n  e x t e n s i v e  r e s e a r c h  in  the  
a r e a  o f  s t r a t e g y  and  s t r u c t u r e  a t  the  H a r v a r d  B u s i n e s s  S c h o o l ,  s e e  
B r u c e  R .  S c o t t ,  "T h e  I n d u s t r i a l  S t a t e :  Old M y t h s  an d  N e w  R e a l i t i e s ,  " 
H a r v a r d  B u s i n e s s  R e v i e w , LI ( M a r c h - A  p r i l ,  1 9 7 3 ) ,  pp .  1 3 3 - 4 8 .
9
S i d n e y  S c h o e f f l e r ,  R o b e r t  D .  B u z z e l l ,  and  D o n a l d  F .  H e a n y ,  
" I m p a c t  o f  S t r a t e g i c  P l a n n i n g  o n  P r o f i t  P e r f o r m a n c e ,  " H a r v a r d  
B u s i n e s s  R e v i e w ,  LII ( M a r c h - A  p r i l ,  1 9 7 4 ) ,  pp .  1 3 7 - 4 5 .
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s t r a t e g i e s )  had  on p r o f i t  p e r f o r m a n c e .  O n c e  a g a i n ,  the s t r a t e g y  
w a s  i d e n t i f i e d  o r  d e f i n e d  a s  a g i v e n  d i m e n s i o n .
A f i n a l  e x a m p l e  o f  r e l a t e d  r e s e a r c h  u s e d  the  c o n c e p t  o f  
s t r a t e g y  a s  an e x p l a n a t o r y  v a r i a b l e  to  a c c o u n t  f o r  d i f f e r e n c e s  in  
c o r p o r a t e  g r o w t h  in v a r i o u s  c o m p a n i e s .  T h e  a u t h o r s  f i r s t  
i d e n t i f i e d  p r e d o m i n a n t  r o l e  p a t t e r n s  o f  the  e x e c u t i v e s  in  th e  s a m p l e .  
T h e y  t h e n  a n a l y z e d  the  i m p a c t  tha t  the  v a r i o u s  m a n a g e m e n t  
a p p r o a c h e s  ( w h i c h  t h e y  h a d  i d e n t i f i e d )  h ad  on  p e r f o r m a n c e  a s  
m e a s u r e d  by  s a l e s  g r o w t h  an d  r e t u r n  on  i n v e s t m e n t .  A m o n g  o t h e r  
t h i n g s ,  the a u t h o r s  f o u n d  that  " C E O s  o f  h i g h  p e r f o r m a n c e  c o m p a n i e s  
a r e  m o r e  l i k e l y  than o t h e r s  to c o n s i d e r  s t r a t e g i c  p l a n n i n g  a v i t a l  
par t  o f  t h e i r  jo b .
T h e s e  l a s t  t h r e e  e x a m p l e s  w e r e  b r o u g h t  f o r t h  to  p o in t  out  
that p r e v i o u s  f i e l d  r e s e a r c h  h a s  t e n d e d  to f o c u s  on s t r a t e g y  a s  e i t h e r  
a s t a t i c  n o t i o n  o r  a s  a t o o l  u s e d  to e x p l a i n  the  o c c u r r e n c e  o f  c e r t a i n  
p h e n o m e n a .  T h e  r e s e a r c h  f o r  t h i s  p a p e r  i n v e s t i g a t e s  and  r e p o r t s  
on the e l e m e n t s  tha t  a r e  i n v o l v e d  in  d e t e r m i n i n g  w h a t  the f i r m ' s  
s t r a t e g y  w i l l  b e ,  a s  o p p o s e d  to  i d e n t i f y i n g  p a r t i c u l a r  s t r a t e g i e s  
a f t e r  t h e y  h a v e  e v o l v e d .  C o n s e q u e n t l y ,  the r e s e a r c h  o f f e r s  
s i g n i f i c a n t  i n s i g h t s  i n t o  the p r o c e s s  o f  f o r m u l a t i n g  s t r a t e g y .
^ J o s e p h  O. E a s t l a c k ,  J r .  an d  P h i l i p  R.  M c D o n a l d ,  " C E O ' s  
R o l e  in C o r p o r a t e  G r o w t h ,  " H a r v a r d  B u s i n e s s  R e v i e w , X L VIII  ( M a y -  
J u n e ,  1 9 7 0 ) ,  pp.  1 5 0 - 6 3 .
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P u r p o s e
T h e  e m p i r i c a l  p o r t i o n  o f  t h i s  p a p e r  had  a s  i t s  p u r p o s e  to  
i n v e s t i g a t e ,  in  a n  e x p l o r a t o r y  m a n n e r ,  h o w  c o r p o r a t e  s t r a t e g y  i s  
f o r m u l a t e d .  A c h i e v i n g  t h i s  m a j o r  p u r p o s e  a l s o  a l l o w e d  the  f u l f i l l ­
m e n t  o f  c e r t a i n  o b j e c t i v e s ,  the  m o s t  i m p o r t a n t  b e i n g :
(1) to  o b t a i n  d a t a  f r o m  a f i e l d  s t u d y  d e s c r i b i n g  h o w  
c o r p o r a t e  s t r a t e g y  i s  f o r m u l a t e d ,
(2) to  t a k e  a n  e m p i r i c a l  s t e p  u t i l i z i n g  c o n c e p t s  d e v e l o p e d  in  
the t h e o r e t i c a l  f r a m e w o r k  to  o b t a i n  the  d a t a ,  and
(3) to  d e v e l o p  g u i d e l i n e s ,  r e c o m m e n d a t i o n s ,  and h y p o t h e s e s  
f o r  f u t u r e  r e s e a r c h  and the  d e v e l o p m e n t  o f  an e m p i r i c a l  
d a t a  b a s e  in the a r e a  o f  c o r p o r a t e  s t r a t e g y .
Th e  i n v e s t i g a t i o n  c a n  be r e g a r d e d  a s  a f i r s t  s t e p  in  a r e s e a r c h  
p r o c e s s  that  f o c u s e s  on  s t r a t e g y  f o r m u l a t i o n .  It w a s  i n t e n d e d  to f in d  
o ut  h o w  c o r p o r a t e  s t r a t e g y  is  ̂ f o r m u l a t e d ,  a s  o p p o s e d  to  h o w  it  
s h o u l d  b e .  It a l s o  s o u g h t  i n f o r m a t i o n  f o r  d e v e l o p m e n t  o f  h y p o t h e s e s  
a b o u t  the p r o b l e m .  F i n a l l y ,  the i n v e s t i g a t i o n  w a s  a t t e m p t i n g  to l a y  
s o m e  g r o u n d w o r k  f o r  f u t u r e ,  m o r e  r i g o r o u s  t e s t i n g  o f  h y p o t h e s e s .  
R e s e a r c h  w i t h  t h e s e  a i m s  h a s  b e e n  r e f e r r e d  to  in th e  l i t e r a t u r e  by 
a n u m b e r  o f  a u t h o r s  a s  e x p l o r a t o r y .
^ S e e ,  f o r  e x a m p l e ,  H a r p e r  W. B o y d ,  J r .  a nd  R a l p h  
W e s t f a l l ,  M a r k e t i n g  R e s e a r c h  T e x t  a n d  C a s e s  ( H o m e w o o d ,  I l l i n o i s :  
R i c h a r d  D.  I r w i n ,  I n c . ,  1 9 6 4 ) ,  p.  55;  F r e d  N .  K e r l i n g e r ,  F o u n d a ­
t i o n s  of  B e h a v i o r a l  R e s e a r c h  ( N e w  Y o r k :  H o l t ,  R i n e h a r t  and  
W i n s t o n ,  I n c .  , 1 9 6 6 ) ,  p.  388;  a n d  P a u l  E .  G r e e n  a n d  D o n a l d  S.
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S c o p e
T h e  s c o p e  o f  the r e s e a r c h  w a s  l i m i t e d  to  the i n v e s t i g a t i o n  o f  
s t r a t e g y  f o r m u l a t i o n  in f i v e  i n d u s t r i a l  f i r m s .  ^  I m p l i c i t  in t h i s  
s t a t e m e n t  o f  s c o p e  w e r e  c e r t a i n  d e l i m i t a t i o n s  tha t  w i l l  be p r e s e n t e d  
at  t h i s  t i m e .
D e l i m i t a t i o n s
T h e  f i r s t  d e l i m i t a t i o n  e x c l u d e d  b e c o m i n g  i n v o l v e d  w i t h  the
body  o f  l i t e r a t u r e  r e f e r r e d  to a s  d e c i s i o n  t h e o r y .  A s  n o t e d
p r e v i o u s l y ,  the  c o n c e p t u a l  m o d e l  o f  e n t e r p r i s e  d e c i s i o n  m a k i n g  in
C h a p t e r  II i s  s t a t i c  in  n a t u r e  a n d ,  c o n s e q u e n t l y ,  i s  n o t  c o n c e r n e d
w i t h  the p r o c e s s  o f  d e c i s i o n  m a k i n g .  It i s  n o t  i n t e n d e d  to " d i s c o v e r
h o w  p e o p l e  in g e n e r a l ,  a nd  e x e c u t i v e s  in  p a r t i c u l a r ,  m a k e  d e c i s i o n s
13e i t h e r  i n d i v i d u a l l y  o r  in g r o u p s .  " T h e  a p p r o a c h  w a s  to s t u d y  the  
n a t u r e  and  s t r u c t u r e  o f  d e c i s i o n s  ( w h i c h  i n c l u d e d  i n f o r m a t i o n  to the  
d e c i s i o n s )  and  d id  n o t  a t t e m p t  to  p e n e t r a t e  the  d e c i s i o n  m a k e r ' s  
m i n d .  ^  In a s i m i l a r  v e i n ,  the r e s e a r c h  d id  n o t  a t t e m p t  to  f o c u s  on
^ ( c o n t i n u e d )  T u l l ,  R e s e a r c h  f o r  M a r k e t i n g  D e c i s i o n s  
( E n g l e w o o d  C l i f f s ,  N .  J . : P r e n t i c e - H a l l ,  I n c . ,  1 9 6 6 ) ,  p. 8 9 .
12 T h e  f a c t o r s  i n v o l v e d  in  m a k i n g  the  d e c i s i o n  to i n v e s t i g a t e  
a s m a l l  n u m b e r  o f  f i r m s  a r e  t r e a t e d  in the r e s e a r c h  d e s i g n  s e c t i o n  
o f  t h i s  c h a p t e r .
13
H. I g o r  A n s o f f ,  C o r p o r a t e  S t r a t e g y  ( N e w  Y o r k :  M c G r a w -  
H i l l  B o o k  C o m p a n y ,  1 9 6 5 ) ,  p.  2 .
14 I b i d .  A n s o f f  a l s o  m a d e  t h i s  e x c l u s i o n  in  h i s  w o r k .
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th e  i n f l u e n c e  t h a t  l e a d e r s h i p  s t y l e s ,  p e r s o n a l i t i e s ,  p o s i t i o n  in  the  
o r g a n i z a t i o n ,  a nd  o t h e r  s i m i l a r  p h e n o m e n a  h a d  o n  d e c i s i o n s .
T h e  s e c o n d ,  t h i r d ,  a n d  f o u r t h  c l a s s e s  o f  d e c i s i o n  v a r i a b l e s  
w e r e  a l s o  e x c l u d e d  f r o m  the i n v e s t i g a t i o n .  H o w e v e r ,  a s  A n s o f f  h a s  
p o i n t e d  o u t ,
. . .  a  c o m p r e h e n s i v e  t h e o r y  o f  d e c i s i o n  m a k i n g  
w i t h i n  a f i r m  m u s t  i n c l u d e  the  i n t e r a c t i o n  a m o n g  
the m a j o r  c l a s s e s  o f  d e c i s i o n s .  On the  o t h e r  hand  
. . . t h e y  a r e  b e t t e r  s t u d i e d  s e p a r a t e l y .  A s  a 
f i r s t  s t e p  t o w a r d  a u n i f i e d  t h e o r y ,  p a r t i a l  t h e o r i e s  
of  the r e s p e c t i v e  o p e r a t i n g ,  a d m i n i s t r a t i v e ,  and  
s t r a t e g i c  d e c i s i o n  c l a s s e s  m u s t  be u n d e r s t o o d .  ^
It a l s o  s e e m e d  a p p r o p r i a t e  f o r  t h i s  s t u d y  to d e v e l o p  a c o m p r e h e n s i v e
t h e o r e t i c a l  f r a m e w o r k  and  g o  o n  to i n v e s t i g a t e  o n l y  a p o r t i o n  o f  tha t
f r a m e w o r k .
L i m i t a t i o n s
T h e r e  e x i s t e d  c e r t a i n  l i m i t a t i o n s  tha t  o p e r a t e d  w i t h i n  the  
b o u n d a r i e s  s e t  b y  th e  s c o p e  o f  t h i s  r e s e a r c h .  T h e  f i r s t  s u c h  l i m i t a ­
t i o n  w a s  r e l a t e d  to the l a c k  o f  e m p i r i c a l  w o r k  in  a d d i t i o n  to  the  l a c k  
o f  a n  a d e q u a t e  t h e o r y  o f  th e  s t r a t e g i c  d e c i s i o n  p r o c e s s .  ^  T h i s  b e i n g  
th e  c a s e ,  n o  c l e a r  h y p o t h e s e s  h a v e  b e e n  d e v e l o p e d  i n  the  a r e a  o f  
s t r a t e g y  f o r m u l a t i o n .  F u r t h e r m o r e ,  l a c k  o f  h y p o t h e s e s  and  c l e a r  
d e f i n i t i o n s  o f  the  p r o b l e m  o f f e r e d  r e a s o n  f o r  t h i s  s t u d y  to be
*^l b i d . , pp.  1 0 - 1 1 .
16I b i d . , p. 3.
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c l a s s i f i e d  as  e x p l o r a t o r y .  ^  C o n seq u e n t ly ,  the r e s e a r c h  was
s u b je c te d  to c e r t a i n  l im i t a t i o n s  c o m m o n  to su ch  s tu d i e s .
" E x p l o r a t o r y  s t u d i e s  h a v e  a s  t h e i r  m a j o r  p u r p o s e s  the
i d e n t i f i c a t i o n  o f  p r o b l e m s ,  the m o r e  p r e c i s e  f o r m u l a t i o n  o f
p r o b l e m s ,  inc lud ing  the id e n t i f i c a t io n  of r e l e v a n t  v a r i a b l e s  and the
f o r m u l a t i o n  o f  n e w  a l t e r n a t i v e  c o u r s e s  o f  a c t i o n  ( f o r m u l a t i o n  o f  n e w  
18h y p o t h e s e s ) .  " S i n c e  t h i s  s t u d y  w a s  e x p l o r a t o r y ,  i t  w a s  l i m i t e d  
to  the e x t e n t  t h a t  n o  f o r m a l  h y p o t h e s e s  w e r e  t e s t e d  w h i l e  c a r r y i n g  
o u t  the  i n v e s t i g a t i o n .  T h i s  f a c t o r  i s  b r o u g h t  f o r t h  to  p o i n t  o u t  a 
m a j o r  d i f f e r e n c e  a nd  l i m i t a t i o n  o f  t h i s  d e s i g n .  T h a t  i s ,  u n l i k e  
m o s t  o t h e r  r e s e a r c h  d e s i g n s ,  t h i s  r e s e a r c h  w a s  no t  s e a r c h i n g  f o r  
p r e d i c t i v e  o r  c a u s a l  r e l a t i o n s h i p s  b e t w e e n  tw o  o r  m o r e  v a r i a b l e s .  ^ 9 .
S i n c e  the  s t u d y  w a s  n o t  i n t e n d e d  to d e v e l o p  p r e d i c t i v e  o r  
c a u s a l  r e l a t i o n s h i p s ,  i t  d id  n o t  f a l l  u n d e r  s t a t i s t i c a l  r e s t r i c t i o n s ,  
s u c h  a s  s a m p l e  s i z e  a nd  r a n d o m n e s s  t y p i c a l  o f  t h o s e  t y p e s  o f  s t u d i e s .  
T h e  f a c t o r s  th a t  r e n d e r e d  t h i s  s t u d y  to  be e x p l o r a t o r y ,  a s  w e l l  a s  
p i o n e e r i n g ,  a l s o  p r e c l u d e d  t h i s  w o r k  and  the  m e t h o d s  u s e d  to be  
t r u l y  s c i e n t i f i c  in  a n y  l a b o r a t o r y  o r  p o p u l a t i o n  s e n s e .
^ G r e e n  a n d  T u l l ,  R e s e a r c h ,  p. 8 9 .
1 8 Ibid.
^ A l t h o u g h  F i g u r e  I I - 1 i s  c o m p r i s e d  o f  m a n y  f u n c t i o n a l  r e l a ­
t i o n s h i p s ,  i t  w as  f e l t  t h a t  i t  w o u ld  h a v e  b e e n  p r e m a t u r e  to t e s t  a n y  
p r e d i c t i v e  o r  c a u s a l  v a l u e  that  t h e s e  r e l a t i o n s h i p s  m i g h t  h a v e .
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T h i s  s t u d y  w a s  a l s o  l i m i t e d  to  i n v e s t i g a t i n g  the f o r m u l a t i o n  
o f  s t r a t e g y  and  d id  n o t  b e c o m e  i n v o l v e d  w i t h  the  a s p e c t  o f  i m p l e ­
m e n t a t i o n .  T h i s  l i m i t a t i o n  w a s  i m p o s e d  f o r  t w o  m a j o r  r e a s o n s .  T h e  
f i r s t  w a s  t h a t  in o r d e r  to  s t u d y  b o th  a s p e c t s  o f  s t r a t e g y  ( i . e .  , f o r m u ­
l a t i o n  a n d  i m p l e m e n t a t i o n )  w o u l d  h a v e  r e n d e r e d  the s t u d y  u n m a n a g e ­
a b l e  on  the  b a s i s  o f  the l a r g e  n u m b e r  o f  v a r i a b l e s  tha t  w o u l d  h a v e  
b e e n  i n v o l v e d .  T h e  s e c o n d  r e a s o n  r e f e r s  to  a c h o i c e  b e t w e e n  
f o r m u l a t i o n  an d  i m p l e m e n t a t i o n  t h a t  w a s  e s s e n t i a l l y  b a s e d  on  l o g i c .  
T h a t  i s ,  s o m e  n o t i o n  o f  f o r m u l a t i o n  i s  r e q u i r e d  b e f o r e  i m p l e m e n t a ­
t i o n  and  a n  u n d e r s t a n d i n g  o f  f o r m u l a t i o n  w a s  t h o u g h t  o f  a s  b e i n g  
h e l p f u l  t o w a r d  c l a r i f i c a t i o n  o f  the i m p l e m e n t a t i o n  o f  s t r a t e g y .
A f u r t h e r  l i m i t a t i o n  w a s  tha t  the i n v e s t i g a t i o n  o f  s t r a t e g y  
f o r m u l a t i o n  w a s  b a s e d  on  the m o d e l  d e v e l o p e d  p r e v i o u s l y  and  did  n o t  
a t t e m p t  to  a n a l y z e  o r  p r e d i c t  c e r t a i n  t y p e s  o f  s t r a t e g i e s .  F o r  
e x a m p l e ,  the  r e s e a r c h  d id  n o t  a n a l y z e  r e t r e n c h m e n t ,  d i v e r s i f i c a t i o n ,  
a c q u i s i t i o n ,  e x p a n s i o n  o f  p r o d u c t - m a r k e t  s c o p e ,  and  o t h e r  t y p e s  o f  
s t r a t e g i e s .  T h e s e  e x a m p l e s  r e s u l t  f r o m  s t r a t e g y  f o r m u l a t i o n  and  
c o n s i s t  o f  a n u m b e r  o f  c o m p o n e n t  d e c i s i o n s .  D e t e r m i n i n g  the  r e l a ­
t i o n s h i p s  b e t w e e n  t h e s e  d e c i s i o n s  and  the  r e s u l t i n g  s t r a t e g y  w o u ld  
h a v e  r e q u i r e d  the  a n a l y s i s  o f  the a c t u a l  d e c i s i o n s  m a d e ,  and  t h i s  w a s
2 Q
b e y o n d  the s c o p e  o f  t h i s  r e s e a r c h .
20It s e e m e d  m o r e  a p p r o p r i a t e  a s  a f i r s t  s t e p  to d e t e r m in e  
c e r t a i n  c h a r a c t e r i s t i c s  of the i n fo rm a t io n  inputs  and the f o rm u la t io n
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J u s t i f i c a t i o n
A m a j o r  f a c t o r  l e n d i n g  j u s t i f i c a t i o n  f o r  t h i s  r e s e a r c h  w a s  tha t  
the f i e l d  o f  B u s i n e s s  P o l i c y  an d  S t r a t e g y  i s  in n e e d  o f  a l l  b a s i c  t y p e s  
o f  r e s e a r c h ,  i n c l u d i n g  t h e o r e t i c a l  and  e m p i r i c a l  r e s e a r c h ,  an d ,  
m o r e  i m p o r t a n t l y ,  r e s e a r c h  tha t  i n v o l v e s  d e v e l o p i n g  a n  e m p i r i c a l  
da ta  b a s e .  21 A n  a i m  o f  t h i s  r e s e a r c h  w a s  to  c o n t r i b u t e  e m p i r i c a l  
w o r k  to the f i e l d  by i n v e s t i g a t i n g ,  in an  e x p l o r a t o r y  m a n n e r ,  the  
t o p i c  o f  s t r a t e g y  f o r m u l a t i o n .  In o t h e r  w o r d s ,  th e  r e s e a r c h  f o c u s e d  
o n  the  s t r a t e g y  p o r t i o n  o f  the  c o n c e p t u a l  m o d e l  o f  e n t e r p r i s e  
d e c i s i o n  m a k i n g  ( s e e  F i g u r e  I I - 1).
A s  i s  e v i d e n c e d  in  d e f i n i t i o n s  o f  t h e o r y  f o u n d  in the  l i t e r a t u r e ,  
the  b u i l d i n g  o f  t h e o r y  c a n  be v i e w e d  a s  t a k i n g  p l a c e  in  s t e p s .  T h a t  
i s ,  f i r s t  a t h e o r y  i s  d e v e l o p e d  by  s e t t i n g  up r e l a t i o n s h i p s  i n t u i t i v e l y ,
a n d  t h e n  the t h e o r y  i s  s u b j e c t e d  to s o m e  f o r m  o f  v a l i d a t i o n  to s e e  i f
2 2it e x p l a i n s  the p h e n o m e n a  i t w a s  i n t e n d e d  t o .  T h i s  d i s s e r t a t i o n  
c a n  be t h o u g h t  o f  in a s i m i l a r  m a n n e r .  C h a p t e r s  II,  III,  and  IV w e r e
^ ( c o n t i n u e d )  p r o c e s s .  T h e  a p p r o a c h  w a s  to i n v e s t i g a t e  w h a t  
i s  h a p p e n i n g  i n s i d e  the  p r o v e r b i a l  " b l a c k  b o x "  to b e t t e r  u n d e r s t a n d  
the  r e s u l t i n g  s t r a t e g y .
21 W i l l i a m  D.  G u th ,  A m e m o r a n d u m  to  th e  m e m b e r s  o f  the  
D i v i s i o n  o f  B u s i n e s s  P o l i c y  and  P l a n n i n g ,  A c a d e m y  o f  M a n a g e m e n t ,  
F e b r u a r y  6 ,  1 9 7 3 ,  p. 3.
22W r o e  A l d e r s o n  and  M i l e s  W. M a r t i n ,  " T o w a r d  a F o r m a l  
T h e o r y  o f  T r a n s a c t i o n s  and  T r a n s v e c t i o n s , " J o u r n a l  o f  M a r k e t i n g  
R o s e a  r c h ,  II ( M a y ,  1 9 6 5 ) ,  p. 118.
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devoted  to the d e v e lo p m e n t  of a t h e o r e t i c a l  f r a m e w o r k  fo r  c o r p o r a t e  
s t r a t e g y .  The e m p i r i c a l  w o rk  of th is  d i s s e r t a t i o n  su p p l ied  a second  
s t e p  in building th is  f r a m e w o r k  by e x p lo r in g  the topic of s t r a t e g y  
f o rm u la t io n  in a r e a l  w o r ld  se t t in g .
The f ac t  tha t  only  a p o r t io n  of the f r a m e w o r k  was  in v e s t ig a t e d  
n eed s  f u r t h e r  ex p lan a t io n .  A m a j o r  f a c t o r  w as  tha t  the f r a m e w o r k  
deve loped  e a r l i e r  e n c o m p a s s e s  a m y r i a d  of v a r i a b l e s  and r e l a t i o n ­
sh ips  be tw een  v a r i a b l e s .  F o c u s in g  on m o r e  than  one c l a s s  of 
v a r i a b l e s ,  o r  the c o m p le te  f r a m e w o r k ,  would have been  a t a s k  too 
la rg e  fo r  one p e r s o n  to u n d e r t a k e .  L im i t a t i o n s  of t im e  and m on ey  
a l s o  p layed  a m a j o r  ro le  in th is  r e s p e c t .
A  second  f a c t o r  w as  tha t  in bui lding a t h e o r e t i c a l  f r a m e w o r k ,  
it w as  b e t t e r  to a p p r o a c h  it  in a s e g m e n te d  f a sh ion .  T u c k e r  a d v o ­
ca ted  this  a p p r o a c h  in building a m o d e l  and th e o ry  of c o n s u m e r  
b e h a v io r .  ^  The e m p i r i c a l  w o rk  fo r  th is  d i s s e r t a t i o n  has  taken  a 
s i m i l a r  a p p r o a c h  tha t  w as  ju s t i f i ed  on the b a s i s  of i t s  co n t r ib u t io n  to 
the d e v e lo p m e n t  of an e m p i r i c a l  da ta  b a se .  This  point is  s u p p o r ted
^ W .  T. T u c k e r ,  ”A T im e  fo r  P r o p o s i t i o n s , "  in P e r s p e c t i v e s  
in M a rk e t in g  T h e o r y , ed .  by J e r o m e  B. K c m a n  and M o n tro s e  S. 
S o m m e r s  (New York:  A p p l e t o n - C e n t u r y - C r o f l s , 1968), p. 192. A lso ,  
s e e  Ansoff ,  C o r p o r a t e  S t r a t e g y , pp. 10-11.
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by s t a t e m e n t s  in the l i t e r a t u r e  p e r t a in in g  to the l a c k  of  e m p i r i c a l  
w o rk  in the p a r t i c u l a r  a r e a  of s t r a t e g y  f o rm u la t io n .
The need  fo r  e m p i r i c a l  w o rk  in the a r e a  of s t r a t e g y  h a s  been
2 5noted  by n u m e r o u s  o th e r  s c h o l a r s  in the l i t e r a t u r e .  I t  is a p p r o ­
p r i a t e  a t  th is  t im e  to lend  ju s t i f i c a t io n  fo r  the spe c i f ic  n a tu re  of the 
e m p i r i c a l  w o rk  tha t  w as  done .  This  e m p i r i c a l  w o r k  was  r e f e r r e d
to p r e v io u s ly  as  e x p l o r a t o r y .  This  type of r e s e a r c h  s e e k s  what  is
2  £>r a t h e r  than p r e d i c t s  r e l a t io n s h ip s  to be found. T h u s ,  the m a j o r  
p u rp o se  fo r  d e v e lo p m e n t  of a f r a m e w o r k  of c o r p o r a t e  s t r a t e g y  and
24F o r  e x a m p le ,  W il l iam  D. Guth in his  m e m o r a n d u m  (p. 6) 
s ta t e d  tha t ,  " L i t t l e  s y s t e m a t i c  e m p i r i c a l  w o rk  . . . has  been done 
which  d e s c r i b e s  the a c tu a l  . . . o r g a n i z a t i o n a l  p r o c e s s e s  by which 
s t r a t e g y  ge ts  f o rm u la t e d  o r  e v o lv e s  . . . "
^^See ,  f o r  e x a m p le ,  Dan E .  S ch en d e l  and K enne th  J .  H at ten ,  
" B u s i n e s s  P o l icy  o r  S t r a t e g i c  M a n a g e m e n t :  A B r o a d e r  View fo r  an 
E m e r g i n g  D i s c i p l i n e , "  p. 7; H en ry  M i t z b e r g ,  " R e s e a r c h  on 
S t r a t e g y - M a k in g ,  " p. I; and W i l l i am  Glueck ,  " B u s in e s s  Po l icy :  
R e a l i ty  and P r o m i s e ,  " p. 4 ( p ro f e s s io n a l  p a p e r s  p r e s e n t e d  a t  the 
N a t io n a l  M ee t ing  of the A c a d e m y  of M a n a g e m e n t ,  D iv is ion  of 
B u s in e s s  P o l icy  and P lan n in g ,  M in n e a p o l i s ,  1972). A lso ,  see  
W i l l i am  Guth 's  m e m o r a n d u m  to the M e m b e r s  of the Div is ion  of 
B u s in e s s  P o l icy  and P lan n in g ,  A c a d e m y  of M a n a g e m e n t ,  F e b r u a r y  
6 , 1973.
^ L .  F e s t i n g e r  and D. K a tz ,  R e s e a r c h  M ethods  in the 
B e h a v io r a l  S c i e n c e s , c i t e d  in F r e d  N. K e r l i n g e r ,  F ounda t ions  of 
B e h a v io r a l  R e s e a r c h  (New Y ork :  Holt ,  R in e h a r t  and Winston ,  I n c . ,  
1966), p. 388.
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e m p i r i c a l  w o r k  on  f o r m u l a t i o n  (at l e a s t  at  t h i s  t i m e )  w a s  n o t  p r e -
2 7d i c t i v e ,  but  m o r e  e x p l a n a t o r y .
It s h o u l d  be n o t e d ,  h o w e v e r ,  t h a t  the  s t u d y  o f  f i v e  f i r m s  
y i e l d e d  i n f o r m a t i o n  on  h o w  s t r a t e g y  i s  f o r m u l a t e d  in  e a c h  f i r m  
i n d i v i d u a l l y ,  w i t h  a d d i t i o n a l  a n a l y s i s  o f  d a ta  g a t h e r e d  a c r o s s  f i r m  
l i n e s .  B y  u t i l i z i n g  the c o n c e p t  o f  a " s t r a t e g i c  d e c i s i o n  s y s t e m ,  " 
t h i s  r e s e a r c h  o b t a i n e d  d a t a  a n d  a n a l y z e d  s t r a t e g y  f o r m u l a t i o n  in a 
m a n n e r  that  h ad  n o t  b e e n  d o n e  b e f o r e .  It o f f e r s  a u n i q u e  m e t h o d  
w h e r e b y  s t r a t e g y  w a s  a n a l y z e d  on  a c o n s i s t e n t  and  d e f i n a b l e  b a s i s .  
T h u s ,  bo th  the  d a ta  g a t h e r e d  and  the m e t h o d s  u t i l i z e d  o f f e r  s i g n i f i ­
c a n t  c o n t r i b u t i o n s  to  the f i e l d .  T h e  c o n c e p t s  d e v e l o p e d  f o r  t h i s  
r e s e a r c h  w i l l  a l s o  be u s e f u l  in the f u t u r e  f o r  c o n t i n u e d  d e v e l o p m e n t  
o f  a n  e m p i r i c a l  d a ta  b a s e  on  a l l  a s p e c t s  ( i .  e .  , bo th  f o r m u l a t i o n  and  
i m p l e m e n t a t i o n )  o f  c o r p o r a t e  s t r a t e g y .
R e  s e a  r c h  D e  s ign
T h e  s o u r c e  o f  d a ta  f o r  t h i s  s t u d y  w a s  f i v e  i n d u s t r i a l  f i r m s ,  
and the m e t h o d  o f  g a t h e r i n g  the d a ta  w a s  the  p e r s o n a l  i n t e r v i e w .  
T h e s e  s p e c i f i c s  o f  the r e s e a r c h  d e s i g n  w e r e  c h o s e n  a f t e r  c a r e f u l  
c o n s i d e r a t i o n  w a s  g i v e n  to o t h e r  r e s e a r c h  m e t h o d s ,  s u c h  a s  the
27
R o b e r t  B a r t e l s  o f f e r s  s u p p o r t  f o r  an  o b j e c t i v e  o f  e x p l a ­
n a t i o n ,  r a t h e r  t h a n  p r e d i c t i o n ,  in the s o c i a l  and  b e h a v i o r a l  
s c i e n c e s  in  h i s  b o o k  M a r k e t i n g  T h e o r y  and  M e t a t h e o r y  ( H o m e w o o d ,  
I l l i n o i s :  R i c h a r d  D .  I r w i n ,  I n c . ,  1 9 7 0 ) ,  pp.  9 - 1 0 .
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a n a l y s i s  o f  a l r e a d y  p u b l i s h e d  c a s e s  and  a m a i l e d  q u e s t i o n n a i r e  to a 
n u m b e r  o f  f i r m s .  B e f o r e  p r o c e e d i n g  f u r t h e r ,  the  r e a s o n s  f o r  
e x c l u d i n g  t h e s e  m e t h o d s  w i l l  be p r e s e n t e d .
In t e r m s  o f  the a n a l y s i s  o f  w r i t t e n  c a s e s ,  t w o  m a j o r  f a c t o r s  
c o n t r i b u t e d  to t h i s  s o u r c e  o f  da ta  b e i n g  u n s u i t a b l e  f o r  the  p u r p o s e s  
o f  t h i s  r e s e a r c h .  T h e  f i r s t  w a s  that  to o b t a i n  the d a ta  n e c e s s a r y  on  
s t r a t e g y  f o r m u l a t i o n  w o u l d  h a v e  r e q u i r e d  c o n s i d e r a b l e  i n t e r p r e t a t i o n  
and  i n f e r e n c e  on  the p a r t  o f  the r e s e a r c h e r .  A s e c o n d  f a c t o r  w a s  
that  c e r t a i n  d y n a m i c  d i m e n s i o n s  n e c e s s a r y  f o r  e x p l a i n i n g  s t r a t e g y  
f o r m u l a t i o n  w e r e  s e l d o m  a p a r t  o f  w r i t t e n  c a s e s .  T h e s e  f a c t o r s  
p r e c l u d e d  o b t a i n i n g  bo th  n e c e s s a r y  and  a c c u r a t e  da ta  to a c h i e v e  the  
p u r p o s e s  o f  the e m p i r i c a l  w o r k .
T h e  m a i l  t e c h n i q u e  o f  g a t h e r i n g  d a ta  w a s  a l s o  i n v e s t i g a t e d  a s  
a p o s s i b l e  a p p r o a c h .  P e r h a p s  one  o f  the  m o s t  i m p o r t a n t  r e a s o n s  f o r  
e x c l u d i n g  t h i s  t e c h n i q u e  r e l a t e d  to the ty p e  o f  q u e s t i o n  tha t  w a s
’}  wp e r m i s s i b l e .  Q u e s t i o n s  had  to  be s i m p l e  and  e a s i l y  a n s w e r e d .
T h e  c o m p l e x i t y  o f  the s u b j e c t  m a t t e r  that  t h i s  r e s e a r c h  f o c u s e d  on  
m a d e  it v e r y  d i f f i c u l t  to  s a t i s f y  t h i s  r e q u i r e m e n t .  Q u e s t i o n s  o f t e n  
r e q u i r e d  s o m e  e x p l a n a t i o n  in o r d e r  to be m a d e  c l e a r ,  w h i c h  t e n d e d
2 8
T h o m a s  L .  R e u s c h l i n g  a n d  M i c h a e l  J .  E t z e l ,  "T h e  D i s  
a p p e a r i n g  D a ta  S o u r c e , "  B u s i n e s s  H o r i z o n s , XVI ( A p r i l ,  1 9 7 3 ) ,  
p. 19.
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to o v e r s t e p  the  b o u n d s  o f  k e e p i n g  the  t o t a l  l e n g t h  o f  the  q u e s t i o n n a i r e  
r e l a t i v e l y  s h o r t .  ^
Q u e s t i o n a b l e  r e s p o n s e  r a t e s  o f  the  m a i l  t e c h n i q u e  w e r e  a l s o  a 
d i s a d v a n t a g e  o f  u s i n g  t h i s  a p p r o a c h .  T h i s  p r o b l e m  e x i s t s  in a n y  
m a i l e d  i n s t r u m e n t  and  e v e n  m o r e  s o  in a s t u d y  s u c h  a s  t h i s  that  
r e q u i r e d  the  t i m e  o f  u p p e r  e c h e l o n  e x e c u t i v e s .  ^
In a m a i l  a p p r o a c h ,  t h e r e  w a s  a l s o  n o  a s s u r a n c e  that  the  
i n d i v i d u a l  a d d r e s s e d  w a s  the o n e  w h o  w o u l d  r e p l y .  ^  B e f o r e  the  
r e s e a r c h  d e s i g n  w a s  f i n a l i z e d ,  t h i s  f a c t o r  w a s  c o n f i r m e d  in 
c o n f e r e n c e s  w i t h  e x e c u t i v e s  in the  c a t e g o r y  that  t h i s  s t u d y  f o c u s e d  
on .  F r o m  t h e s e  c o n f e r e n c e s ,  it  s e e m e d  t ha t  a l a r g e  p e r c e n t a g e  o f  
the  q u e s t i o n n a i r e s  r e c e i v e d  w e r e  f i l l e d  out  by s e c r e t a r i e s  o r  o t h e r  
c o n v e n i e n t  s u b s t i t u t e  s .
M a n y  o t h e r  d i s a d v a n t a g e s  o f  the  m a i l  t e c h n i q u e ,  s u c h  a s  the  
i n a c c u r a c y  o f  the dat a  o b t a i n e d ,  ^  the  t i m e - c o n s u m i n g  n a t u r e  o f  the
^ B o y d  and  W e s t f a l l ,  M a r k e t i n g  R e s e a r c h , p.  166 .  
^ ^ S e e ,  f o r  e x a m p l e ,  G r e e n  and  T u l l ,  R e s e a  r c h , p.  154.  
^ ^ R e u s c h l i n g  and E t z c l ,  " Da t a  S o u r c e ,  " p.  19.
^ B o y d  a nd  W e s t f a l l ,  M a r k e t i n g  R e s e a r c h , p.  176 .
 ̂h b i d .  , pp.  1 6 9 - 7 0 .
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t e c h n i q u e ,  ^  and  s o  on ,  c o n t r i b u t e d  to  e x c l u d i n g  t h i s  t e c h n i q u e  a s  a 
m e t h o d  o f  g a t h e r i n g  d a t a .  ^5
A f t e r  e x c l u d i n g  the  a n a l y s i s  o f  w r i t t e n  c a s e s  a n d  the  m a i l  
t e c h n i q u e  a s  p o s s i b l e  dat a  g a t h e r i n g  a p p r o a c h e s ,  i t  w a s  c o n c l u d e d  
t ha t  the  p e r s o n a l  i n t e r v i e w  w a s  the  m o s t  s u i t a b l e .  T h i s  d e c i s i o n  
w a s  b a s e d  o n  a n u m b e r  o f  f a c t o r s ,  s o m e  o f  w h i c h  w i l l  be p r e s e n t e d  
he r e .
T h e  i n t e n s i v e  s t u d y  o f  a s i t u a t i o n  o r  i s s u e  i s  o f t e n  r e f e r r e d  
to a s  the  c a s e  m e t h o d .  T h i s  m e t h o d  h a s  i t s ;g r e a t e s t  v a l u e  in 
e x p l o r a t o r y  r e s e a r c h  w h e r e  an  o b j e c t i v e  i s  to f ind h y p o t h e s e s  to be  
t e s t e d  by m o r e  f o r m a l  r e s e a r c h  m e t h o d s .  ^  j n o r d e r  to d r a w  i d e a s  
( f r o m  t he  e x p e r i e n c e  o f  p r a c t i t i o n e r s )  f o r  g e n e r a t i n g  h y p o t h e s e s  in 
a d d i t i o n  to  o t h e r  v a l u a b l e  d a t a ,  the  p e r s o n a l  i n t e r v i e w  w a s  c o n s i d e r e d  
m o s t  a p p r o p r i a t e .  ^  T h i s  m e t h o d  h a s  b e e n  d e s c r i b e d  a s  an e x p l o r ­
a t o r y  d e v i c e  to h e l p  i d e n t i f y  v a r i a b l e s  and r e l a t i o n s  and to  s u g g e s t
^ I b i d . , p.  178 .
O C
In a d d i t i o n ,  a q u e s t i o n n a i r e  d e a l i n g  w i t h  s t r a t e g y  f o r m u l a ­
t i o n  w a s  d e v e l o p e d  and d i s c u s s e d  w i t h  an  e x e c u t i v e  o f  the  t y pe  t hat  
t h i s  s t u d y  i n t e r v i e w e d .  T h e  c o m m e n t s  t hat  he  m a d e  t o w a r d  the  
q u e s t i o n n a i r e  c a n  be s u m m e d  up by s a y i n g  that  he  d i d  no t  b e l i e v e  
t hat  e x e c u t i v e s  w o u l d  a n s w e r  the  q u e s t i o n s .  He  a l s o  f e l t  that  it 
w o u l d  be an e n o r m o u s  t a s k  to  s t r u c t u r e  a q u e s t i o n n a i r e  to o b t a i n  the  
n e c e s s a r y  d a t a .
3 6 B o y d  and W e s t f a l l ,  M a r k e t i n g  R e s e a r c h , pp.  6 0 - 6 4 .
^ I b u l . f p. 160.
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h y p o t h e s e s .  C o n s e q u e n t l y ,  i t  w a s  v e r y  c o m p a t i b l e  w i t h  the  
p u r p o s e  and e x p l o r a t o r y  n a t u r e  o f  t h i s  r e s e a r c h .
Th e  a d v a n t a g e s  o f  the p e r s o n a l  i n t e r v i e w  a p p r o a c h  o v e r  
o t h e r  t e c h n i q u e s  o f  dat a  c o l l e c t i o n  w e r e  n u m e r o u s .  T h e  m o s t  
o b v i o u s  c o n s i s t e d  o f  the  f l e x i b i l i t y ,  the  a m o u n t  o f  i n f o r m a t i o n  that  
c o u l d  be o b t a i n e d ,  and  the a c c u r a c y  o f  the i n f o r m a t i o n  that  c o u l d  be
Q Q
o b t a i n e d .  . F u r t h e r m o r e ,  i t  w a s  f e l t  that  in o r d e r  to o b t a i n  the  
i n f o r m a t i o n  n e c e s s a r y  to  a c h i e v e  the  p u r p o s e  and u n d e r l y i n g  
o b j e c t i v e s  o f  the e m p i r i c a l  w o r k  r e q u i r e d  c h a r a c t e r i s t i c s  i n h e r e n t  
in the  p e r s o n a l  i n t e r v i e w  a p p r o a c h .  F o r  e x a m p l e ,  the  c o m p l e x  and  
a m b i g u o u s  n a t u r e  o f  the  s u b j e c t  m a t t e r  r e q u i r e d  a c e r t a i n  a m o u n t  o f  
f l e x i b i l i t y  and ad h o c  v e r s a t i l i t y .
T h e r e  w e r e  a n u m b e r  o f  r e a s o n s  t hat  c o n t r i b u t e d  t o  the  
d e c i s i o n  to i n v e s t i g a t e  f i v e  f i r m s .  T h e  f i r s t  w a s  b a s e d  on the  
e x p l o r a t o r y  n a t u r e  o f  the  w o r k ,  r e s e a r c h  t e x t s ,  and p r e c e d e n c e  
s e t  by o t h e r  s t u d i e s .  In e x p l o r a t o r y  t ype  r e s e a r c h  d e s i g n s ,  the  
i n t e n s i v e  s t u d y  o f  a r e l a t i v e l y  s m a l l  n u m b e r  o f  s i t u a t i o n s  h a s  b e e n  
a c c e p t e d  by r e s e a r c h  t e x t b o o k s .  ^0 In a d d i t i o n ,  r e c e n t  d i s s e r t a t i o n s
^ K e r l i n g e r ,  F o u n d a t i o n s  o f  B e h a v i o r a l  R e s e a r c h , p.  4 6 8 .  
^ B o y d  and W e s t f a l l ,  M a r k e t i n g  R e s e a r c h , pp.  1 6 5 - 7 0 .  
4 0 l b i d . , pp.  6 0 - 6 1 .
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w e r e  f ound  in r e l a t e d  a r e a s  t hat  r e l i e d  on dat a  g a t h e r e d  f r o m  s a m p l e  
s i z e s  o f  l e s s  t han f i v e .
A s e c o n d  f a c t o r  r e l a t e d  t o  the r e t r i e v a l  of  d a t a  f r o m  a l a r g e  
n u m b e r  o f  f i r m s  n o t  b e i n g  v i t a l  to a c h i e v i n g  the  p u r p o s e  o f  the  
e m p i r i c a l  w o r k .  E x t e n s i v e  d a t a  c o l l e c t i o n  w a s  n o t  e s s e n t i a l  to  
e x p l o r i n g  h o w  c o r p o r a t e  s t r a t e g y  i s  f o r m u l a t e d  w i t h  an o b j e c t i v e  o f  
e x p l a i n i n g ,  a s  o p p o s e d  to p r e d i c t i n g ,  the p h e n o m e n a .  F u r t h e r m o r e ,  
e x t e n s i v e  dat a  c o l l e c t i o n  in s o m e  i n s t a n c e s ,  and p o s s i b l y  m o r e  s o  in 
a p i o n e e r i n g  e f f o r t  s u c h  a s  t h i s ,  c o u l d  h a v e  d e t r a c t e d  f r o m  the  
p u r p o s e s  o f  the s t u d y  and c a u s e d  the  r e s e a r c h e r  to b e c o m e  d a t a -  
bound and u n a b l e  to d r a w  the m o r e  g e n e r a l  t h e o r e t i c a l  i m p l i c a t i o n s  
f r o m  the w o r k .  ^2
A  t h i r d  f a c t o r  r e l a t e d  to c o n s t r a i n t s  i m p o s e d  by  the  n e e d  to 
u t i l i z e  the  p e r s o n a l  i n t e r v i e w  a s  the  m e t h o d  o f  g a t h e r i n g  d a t a .  T h i s  
c h o i c e  o f f e r e d  f u r t h e r  r e a s o n  f o r  c o n f i n i n g  the i n v e s t i g a t i o n  to a 
s m a l l  n u m b e r  o f  f i r m s .  Th e  f i r s t  c o n s t r a i n t  w a s  the  d i f f i c u l t y  of  
g a i n i n g  p e r m i s s i o n  to e n t e r  r e l a t i v e l y  l a r g e  f i r m s  f or  the  p u r p o s e  o f
4 1S e e ,  f o r  e x a m p l e ,  B e r t i n  F .  N a d e a u ,  " C o r p o r a t e  S t r a t e g y  
in O p e r a t i n g  D e c i s i o n s "  ( u n p u b l i s h e d  D . B . A .  d i s s e r t a t i o n ,  I n d i a n a  
U n i v e r s i t y ,  1 9 7 2 ),  a na  C h a r l e s  A u g u s t i n e  G a l l a g h e r ,  " M e a s u r e m e n t  
and A n a l y s i s  o f  M a n a g e r s ’ P e r c e p t i o n s  o f  the V a l u e  o f  S e l e c t e d  
M a n a g e m e n t  I n f o r m a t i o n "  ( u n p u b l i s h e d  D . B . A .  d i s s e r t a t i o n ,  F l o r i d a  
S t a t e  U n i v e r s i t y ,  1 97 1 ) .
^ G u t h ,  A m e m o r a n d u m  to the m e m b e r s  o f  the  D i v i s i o n  of  
B u s i n e s s  P o l i c y  and P l a n n i n g ,  A c a d e m y  o f  M a n a g e m e n t ,  F e b r u a r y  
6,  1 9 7 3 ,  p.  3.
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i n v e s t i g a t i n g  a s p e c t s  o f  c o r p o r a t e  s t r a t e g y .  T h e  s e c o n d  c o n s t r a i n t  
w a s  i m p o s e d  by the a d d i t i o n a l  t i m e  and m o n e y  r e q u i r e d  to i n v e s t i ­
g a t e  a l a r g e r  n u m b e r  o f  f i r m s  on  an  i n - d e p t h  b a s i s .
F i n a l l y ,  and p o s s i b l y  m o s t  i m p o r t a n t ,  w a s  the  f a c t  t hat  the  
p u r p o s e  and u n d e r l y i n g  o b j e c t i v e s  o f  the e m p i r i c a l  w o r k  w o u l d  be 
f u l f i l l e d  w i t h  dat a  g a t h e r e d  f r o m  the i n v e s t i g a t i o n  o f  f i v e  f i r m s .
Da t a  C o l l e c t i o n
Dat a  c o l l e c t i o n  b e g a n  by b r i e f l y  e x p l a i n i n g  the  p u r p o s e  o f  the  
i n t e r v i e w .  T h i s  b r i e f  i n t r o d u c t i o n  l ed  to an e x p l a n a t i o n  o f  the  c o n ­
c e p t  o f  c o r p o r a t e  s t r a t e g y ,  a i d e d  w i t h  the u s e  o f  F i g u r e  III — 1. A 
d i s c u s s i o n  o f  t h i s  m o d e l  h e l p e d  to c l a r i f y  the  c o n c e p t  o f  c o r p o r a t e  
s t r a t e g y  and f o c u s  the  i n t e r v i e w  on s e e k i n g  i n f o r m a t i o n  p e r t a i n i n g  to 
t h i s  c o n c e p t .
In a c c o r d a n c e  w i t h  t h i s  m o d e l ,  s t r a t e g y  w a s  d e f i n e d  a s  the  
a r t  and s c i e n c e  o f  d i r e c t i n g  an o r g a n i z a t i o n  wi t h  the e x p r e s s e d  
p u r p o s e  of  a c h i e v i n g  a b a l a n c e d  s i t u a t i o n  b e t w e e n  the  o p p o r t u n i t i e s  
and c o n s t r a i n t s  e x i s t i n g  in the  e n v i r o n m e n t  and the  i n t e r n a l  
s t r e n g t h s  and w e a k n e s s e s  o f  the f i r m .
T h e  r e s e a r c h e r  t he n  i n t r o d u c e d  the i d e a  that  to a t t a i n  s u c h  
a b a l a n c e ,  t op  m a n a g e m e n t  m u s t  m a k e  a n u m b e r  o f  d e c i s i o n s  that  
d e f i n e  s t r a t e g y  f o r  the e n t e r p r i s e .  M o r e o v e r ,  it w a s  p r o p o s e d  that  
t h e r e  e x i s t s  a f i n i t e  s e t  o f  t h e s e  d e c i s i o n s  and to m a k e  t h e m ,  top  
m a n a g e m e n t  r e c e i v e s  i n f o r m a t i o n  ab o u t  the  e n v i r o n m e n t  and the
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f i r m .  Th e  r e s e a r c h e r  t he n  n o t e d  that  it w a s  p r e c i s e l y  t h i s  i n f o r ­
m a t i o n  and c e r t a i n  c h a r a c t e r i s t i c s  o f  it that  a p o r t i o n  o f  the  i n t e r ­
v i e w  w a s  d e v o t e d  to .
Th e  r e s e a r c h e r  t h e n  p r e s e n t e d  the  f i v e  s t r a t e g i c  d e c i s i o n s  
and t h e i r  d e f i n i t i o n s  ( s e e  T a b l e  V - l ) .  A f t e r  d i s c u s s i n g  the  
d e c i s i o n s ,  the  r e s e a r c h e r  e x p l a i n e d  t hat  the  d e c i s i o n s  w e r e  a l s o  a 
t o o l  f o r  r e a c h i n g  a g r e e m e n t  on the c o n c e p t  o f  s t r a t e g y  and to
A *>
f a c i l i t a t e  the i n t e r v i e w  that  w a s  b e i n g  c o n d u c t e d .  T h e  r e s p o n d e n t  
w a s  t he n  p r e s e n t e d  wi t h  the  s t r a t e g i c  d e c i s i o n s  and c e r t a i n  e x t e r n a l  
and i n t e r n a l  i n f o r m a t i o n  i n p u t s  to e a c h  one  ( s e e  T a b l e  V - 2 ) .  The  
i n t e r v i e w e r  t he n  f o r c e d  the  p e r s o n  to r a nk  the i n f o r m a t i o n  i n p u t s  
( f o r  e a c h  s t r a t e g i c  d e c i s i o n  and f o r  bot h  i n t e r n a l  and e x t e r n a l  
c a t e g o r i e s ) .  T h i s  w a s  a c c o m p l i s h e d  by a s k i n g  the p e r s o n  to a s s u m e  
that  no  o t h e r  i n f o r m a t i o n  ( e x c e p t  t hat  l i s t e d  u n d e r  e a c h  s t r a t e g i c  
d e c i s i o n )  w a s  a v a i l a b l e  to  m a k e  the p a r t i c u l a r  d e c i s i o n .  G i v e n  t h i s  
a s s u m p t i o n ,  the r e s p o n d e n t  c h o s e  an i n f o r m a t i o n  i nput .  Wi t h  one  
input  e l i m i n a t e d ,  the  s a m e  p r o c e d u r e  w a s  f o l l o w e d  f o r  the r e m a i n i n g  
t h r e e  , and s o  o n .
^ I t  s h o u l d  be n o t e d  that  the  p a r t i c u l a r  d e c i s i o n s  c h o s e n  to 
m a k e  up a " s t r a t e g i c  d e c i s i o n  s y s t e m "  w e r e  no t  c o n s i d e r e d  t o  
d e t r a c t  f r o m  o r  in a n y  w a y  h a m p e r  the d e s c r i p t i o n  o f  the p r o c e s s  o f  
f o r m u l a t i o n .  T h e y  d i d ,  h o w e v e r ,  i n f l u e n c e  the  n a t u r e  of  the  i n f o r ­
m a t i o n  i n p u t s  w h i c h  w a s  not  c o n s i d e r e d  d e t r i m e n t a l  to the f i n d i n g s  
o f  t lie s t u d y .
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T A B L E  V - l  
DEFINITIONS O F  STRATEGIC VARIABLES
P e r f o r m a n c e  C r i t e r i a - - r e f e r s  to the o b jec t iv e ( s )  the  f i r m  is
a t t e m p t in g  to ach iev e  when fo rm u la t in g  a s t r a t e g y .  T h e se  
c r i t e r i a  m a y  f i r s t  be s ta te d  In b ro a d  t e r m s  and th en  as  
m o r e  sp ec i f ic  goa ls  tha t  m u s t  be r e a c h e d  to a t t a in  the 
b road  o b je c t iv e s  (o r  p e r f o r m a n c e  c r i t e r i a )  tha t  h av e  b e e n  
se t .
C u s t o m e r  M ix - - r e f e r s  to the c u s t o m e r s  s e r v e d  by the m ix  and line 
of p ro d u c t s  the  c o m p an y  h a n d le s .  R e c u r r i n g  d e c i s io n s  on 
which new m a r k e t s  to e n t e r ,  which s e g m e n t s  of the  m a r k e t  
to c o n c e n t r a t e  on, and the a m o u n t  of e m p h a s i s  to p lace  on 
the v a r io u s  m a r k e t s  s e r v e d  m u s t  be faced  by top m a n a g e ­
m e n t .
P r o d u c t  M i x - - r e f e r s  to the m ix  of p ro d u c t s  hand led  by the e n t e r ­
p r i s e ,  the n u m b e r  of p r o d u c t s  inc luded in e a c h  l in e ,  and, 
to so m e  ex ten t ,  the c h a r a c t e r i s t i c s  of the p ro d u c t s  tha t  
s e r v e  to d i f f e r e n t i a t e  t h e m  f r o m  o t h e r s .  D e c i s io n s  r e g a r d ­
ing new p ro d u c t  d ev e lo p m e n t ,  p lanned p r o d u c t  o b s o l e s c e n c e /  
innova t ion ,  and p ro d u c t  e l im in a t io n  a l s o  fa l l  u n d e r  the 
p u rv ie w  of th is  s t r a t e g i c  v a r i a b l e .
D i f f e r e n t i a l  A d v a n ta g e - - r e f e r s  to the b a s i s  upon which  the com p an y  
h a s  c h o s e n  to c o m p e te .  Ident ify ing  the s t r e n g th s  tha t  a r e  
i n h e re n t  in the e n t e r p r i s e  o r  tha t  m u s t  be deve loped  to 
a t t a in  a c o m p e t i t iv e  advan tage  is the r a i s o n  d ' e t r e  for th is  
s t r a t e g i c  v a r i a b l e .
G eo g ra p h ic  C o n c e n t r a t i o n - - r e f e r s  to the  g e o g ra p h ic  l i m i t s  the 
co m p an y  h a s  p lac e d  on the m a r k e t s  it  w il l  s e r v e ,  i . e .  , 
w h e th e r  it  wi l l  c o m p e te  on a loca l ,  s t a t e ,  r e g io n a l ,  
na t iona l ,  o r  m u l t i - n a t i o n a l  b a s i s .
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T A BL E  V -2
STR A TE G IC VARIABLES AND INFO RM ATIO N  INPUTS
E x t e r n a l  I n fo r m a t io n  Inpu ts
P e r f o r m a n c e  c r i t e r i a  d e c i s io n
______ long-  and s h o r t - t e r m  i n t e r e s t  r a t e s
______ in d u s t ry  p e r f o r m a n c e
______  p e r f o r m a n c e  of m a j o r  c o m p e t i t o r s
______ s ize  of m a j o r  c o m p e t i t o r s
______  o th e r  (p lease  note)
C u s t o m e r  m ix  d e c i s io n
______ i n fo r m a t io n  c o n c e rn in g  ch a n g e s  in the p o p u la t io n 's
n o r m s ,  v a lu e s ,  n e e d s ,  w a n t s ,  e tc .
______  p o ten t ia l  s a l e s  t r e n d s  fo r  new p ro d u c t s
______  d i s t r i b u t io n  c o m p a t ib i l i ty  with  p r e s e n t  p ro d u c t s
______ c u s t o m e r s  s e r v e d  by c o m p e t i t o r s
______  o t h e r  (p lease  note)
P r o d u c t  m ix  d e c i s io n
______ supp ly  and d e m a n d  cond i t ions  of the i n d u s t r y
______ te c h n o lo g ic a l  d e v e lo p m e n t s  c o n c e rn in g  p ro d u c t s  a n d / o r
p r o c e s s e  s
______ e c o lo g ic a l  c o n s id e r a t i o n s  and o th e r  p r e s s u r e s  i n f lu e n c ­
ing p ro d u c t s  p ro d u c e d  and so ld
______  a v a i la b i l i ty  of s u p p l i e r s  of m a t e r i a l s  fo r  po ten t ia l
p ro d u c ts  
______ o th e r  (p lease  note)
D i f fe r e n t i a l  advan tage  d e c i s io n
______  m a j o r  s t r e n g t h s  and w e a lu ie s se s  of c o m p e t i t o r s
______ c o m p e t i t o r s '  p r o d u c t s
______ m a r k e t  s h a r e  of m a j o r  c o m p e t i t o r s
______ p o ten t ia l  p a ten t s  and l i c e n s in g  a g r e e m e n t s
______  o th e r  (p lease  note)
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TA B L E  V - 2 - - C o n t i n u e d
G eo g ra p h ic  c o n c e n t r a t i o n  d e c i s io n
______ m a r k e t  p o ten t ia l  of v a r io u s  g e o g ra p h ic  a r e a s
______ le a d s  fo r  m e r g e r s ,  jo in t  v e n t u r e s ,  and a c q u i s i t io n s
______ lo ca t io n  of m a j o r  c o m p e t i t o r s
______ a v a i l a b i l i ty  of c a p i t a l  fo r  g eo g ra p h ic  ex p a n s io n
  o t h e r  (p lease  note)
I n t e r n a l  I n fo r m a t io n  Inputs
P e r f o r m a n c e  c r i t e r i a  d e c i s io n
  c o s t  of  c a p i ta l
' m a n a g e m e n t ' s  s ta te d  t a r g e t s
______ p r e s e n t  and p as t  r a t e s  of  g ro w th
______ p r e s e n t  and p a s t  d e g r e e s  of p r o f i t a b i l i ty
______ o th e r  (p lease  note )
C u s t o m e r  m ix  d e c i s io n
 p r e s e n t  p ro d u c t  c h a r a c t e r i s t i c s
______ n u m b e r  of p ro d u c t  o u t le t s  and lo c a t io n s
______ s t r e n g t h s  and w e a k n e s s e s  of s a l e s  f o r c e
______ m a n a g e r i a l  t a len t  av a i l a b le  fo r  new c u s t o m e r  m a r k e t s
______ o t h e r  (p lease  note)
P r o d u c t  m ix  d e c i s io n
______ c h a r a c t e r i s t i c s  of e x i s t in g  p lan t  and e q u ip m e n t
  p ro d u c t  d e v e lo p m e n t  c a p a b i l i t i e s
______ c a p a c i ty  u t i l i z a t io n
______ m a r k e t  p o ten t ia l  fo r  e a c h  p ro d u c t
______ o t h e r  (p lease  note)
D i f f e r e n t i a l  advan tage  d e c i s io n
______  p ro d u c t  d e s ig n  c a p a b i l i t i e s
______ e f f i c ien cy  of p ro d u c t io n  f a c i l i t i e s
______ dep th  of m a n a g e r i a l  t a le n t
  p ro d u c t  innova t ion  a b i l i ty
______ o t h e r  (p lease  note)
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T A B LE V - 2 - -C o n t in u e d
G e o g rap h ic  c o n c e n t r a t i o n  d e c i s io n
______ p r e s e n t  p lant  loca t ions
______ p ro je c t io n s  of c a p i t a l  e x p e n d i tu r e s
______ i n t e r n a l  f inancing  c a p a b i l i t i e s
______ loca t ion  of raw  m a t e r i a l  s o u r c e s
______  o th e r  (p lease  note)
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F o r  the f i r s t  in fo r m a t io n  input  c h o sen  in the rank ing  p r o c e ­
d u r e ,  the i n t e r v i e w e r  then  a s k ed  a s e r i e s  of q u e s t io n s  p e r t a in in g  to 
c e r t a i n  sp e c i f i c s  about  tha t  in fo rm a t io n .  The f i r s t  q u es t io n  r e l a t e d  
to the m a n n e r  in which the in fo rm a t io n  was  r e c e i v e d ,  e . g .  , f o r m a l  
w r i t t e n  r e p o r t s ,  j o u r n a l s ,  books,  people  ou ts ide  the f i r m ,  o r  so m e  
o th e r  way.
The second  qu es t io n  r e l a t e d  to the s o u r c e  of tha t  i n fo rm a t io n ,  
e . g .  , s p e c ia l  s tudy  g r o u p s ,  o th e r  m a n a g e r s ,  s e c r e t a r i e s ,  s u b o r d i ­
n a t e s ,  a c c o u n ta n t s ,  o r  so m eo n e  e l s e .
The th i rd  q u es t io n  r e l a t e d  to the f r e q u e n c y  with which the 
in fo rm a l  ion was  r e c e i v e d ,  e . g . ,  weekly ,  m o n th ly ,  q u a r t e r l y ,  o r  as  
r e q u i r e d . ^4
This  p r o c e d u r e  was  fo llowed fo r  the f i r s t  i n fo rm a t io n  input  
c h o sen  (both e x t e r n a l  and in te rn a l )  fo r  e a c h  s t r a t e g i c  d e c i s io n .
A g e n e r a l  q u es t io n  was  then  a s k e d  p e r t a in in g  to the a s s i s t a n c e  
tha t  m a t h e m a t i c a l  m o d e l s  w e r e  in supply ing  any of the i n fo rm a t io n  to 
s t r a t e g i c  d e c i s io n s .  The a n s w e r  was  chosen  f r o m  v e r y  helpful,  
he lpfu l,  of l i t t le  he lp ,  o r  no he lp  at a l l .
The i n t e r v i e w e r  then  tu rn e d  to q u es t io n s  tha t  r e l a t e d  to the 
a c tu a l  m ak ing  of s t r a t e g i c  d e c i s io n s .  This  r e q u i r e d  ask ing  th re e  
q u e s t io n s .  In the f i r s t  q u es t io n ,  the execu t ive  was  a s k e d  what
A A
T h e se  th re e  q ues t ions  w e re  p a t t e r n e d  a f t e r  so m e  of the 
w o rk  done by A g u i l a r  in h is  book Scanning  the B u s in e s s  E n v i r o n ­
m en t .
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people  w e r e  involved  in m ak ing  the f ina l  s t r a t e g i c  d e c i s io n .  In 
c a s e s  w h e re  f u r t h e r  exp lan a t io n  was  r e q u i r e d ,  e x a m p le s  w e r e  given 
f r o m  which he could  ch o o se ,  such  as  c o r p o r a t e  p r e s i d e n t ,  c o r p o r a t e  
p r e s i d e n t  and m e m b e r s  of s ta f f ,  b o a rd  of d i r e c t o r s ,  and so  on.
The second  q u es t io n  a sk ed  fo r  the c r i t e r i o n  (or  c o m b in a t io n  
of c r i t e r i a )  m o s t  of ten used  to m a k e  the f ina l  s t r a t e g i c  d e c i s io n .  
A gain ,  if the i n t e r v i e w e r  thought  i t  was  n e c e s s a r y ,  e x a m p le s  w e re  
given.
The la s t  ques t ion  in th is  s e r i e s  was des igned  to d e t e r m in e  
the f req u e n c y  with which s t r a t e g i c  d e c i s io n s  w e re  r e - e v a l u a t e d .  In 
this  q ues t ion ,  the p e r s o n  being in te rv ie w e d  was g iven  a choice  
be tw een  twice a y e a r ,  once a y e a r ,  only when som e  in d ic a to r  
showed a downward  t r e n d  in p ro f i t a b i l i ty ,  only when the s u r v i v a l  of 
the f i r m  s e e m e d  th r e a t e n e d ,  o r  ind ica te  som e  o th e r  a n s w e r .
A f ina l  q u e s t io n  was  posed ,  the p u rp o se  of which was to 
obta in  so m e  in s igh t  into the a g r e e m e n t  o r  d i s a g r e e m e n t  of the 
e x e c u t iv e s  tow ard  the concep t  of s t r a t e g y  used  in the in te rv iew .
T h is  qu es t io n  a s k ed  the e x e c u t iv e s  if they a g r e e d  with  the five 
d e c i s io n s  c h o sen  to def ine c o r p o r a t e  s t r a t e g y .  If they did not 
a g r e e ,  they  w e re  given the oppor tun i ty  to m a k e  changes  o r  d e s c r i b e  
the a p p r o a c h  tha t  they  would take in def in ing s t r a t e g y .
It  should  be no ted  tha t  the p e r s o n a l  in t e rv ie w  d e s c r i b e d  h e r e  
a l lowed  m u c h  f lex ib i l i ty  and ad hoc v e r s a t i l i t y .  It was  guided by an
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i n t e r v i e w  s c h e d u l e ,  but  w i t h  s u f f i c i e n t  o p p o r t u n i t y  t o  d e v i a t e  f r o m  
the  s c h e d u l e  w h e n  the s i t u a t i o n  a r o s e .  E x a m p l e s  o f  a n s w e r s  to  
q u e s t i o n s  w e r e  g i v e n  w h e n  i t  s e e m e d  n e c e s s a r y .  T h e  p e r s o n  b e i n g  
i n t e r v i e w e d  w a s  g i v e n  the  o p p o r t u n i t y  to i n t e r j e c t  e x a m p l e s  o f  
s p e c i f i c  s i t u a t i o n s .  T h e  i n t e r v i e w e r  w a s  g i v e n  the  o p p o r t u n i t y  to  
e x p l a i n  i s s u e s  that  w e r e  u n c l e a r .
It s h o u l d  a l s o  be m a d e  c l e a r  t hat  w h e n e v e r  p o s s i b l e  i n f o r ­
m a t i o n  o b t a i n e d  w a s  f o l l o w e d  up  by  e x a m i n a t i o n  o f  r e l e v a n t  c o m p a n y  
d o c u m e n t s .  T h i s  p r o c e d u r e  w a s  e s p e c i a l l y  a p p l i c a b l e  in r e l a t i o n  to  
s o m e  s t r a t e g i c  i n f o r m a t i o n  s o u r c e s  and  the  m a n n e r  by w h i c h  the  
i n f o r m a t i o n  w a s  r e c e i v e d .  Wi th  t h i s  a p p r o a c h ,  g r e a t e r  i n s i g h t s  w e r e  
g a i n e d  i n t o  the n a t u r e  and f l o w  of  s t r a t e g i c  i n f o r m a t i o n .
C h a p t e  r S u m m a  ry  
Th e  t y pe  o f  r e s e a r c h  d e s i g n  u s e d  in t h i s  d i s s e r t a t i o n  f a c i l i ­
t a t e d  the  g a t h e r i n g  of  c e r t a i n  dat a  on s t r a t e g y  f o r m u l a t i o n  f o r  the  
f i r s t  t i m e  and  in a m a n n e r  t hat  had n o t  b e e n  d o n e  b e f o r e .  It u t i l i z e d  
the e x p e r t i s e  o f  e x e c u t i v e s  i n  the  f i e l d ,  a s  w e l l  a s  c o m p a n y  d o c u ­
m e n t s  t o  o b t a i n  the  n e c e s s a r y  d a t a  on s t r a t e g y  f o r m u l a t i o n .
Th e  i n v e s t i g a t i o n  w a s  i n - d e p t h  and e n t a i l e d  a s u b s t a n t i a l  
a m o u n t  o f  t i m e  s p e n t  in the  p a r t i c u l a r  c o m p a n y .  T h i s  w a s  e s p e c i a l l y  
due  to the  t i m e  s p e n t  w i t h  the  e x e c u t i v e s  and a l s o  the  a d d i t i o n a l  
t i m e  r e q u i r e d  t o  f o l l o w  up  o n  a n s w e r s  g i v e n  by  t he  e x e c u t i v e s  to  
c e r t a i n  q u e s t i o n s  ( e . g . ,  l o o k i n g  a t  c o m p a n y  d o c u m e n t s ) .  T h e  r e s u l t ,
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h o w e v e r ,  w a s  the  r e t r i e v a l  o f  c e r t a i n  d a t a  t ha t  w o u l d  h a v e  b e e n  
v e r y  d i f f i c u l t  ( i f  n o t  i m p o s s i b l e )  to o b t a i n  w i t h  o t h e r  a p p r o a c h e s .
C H A P T E R  VI
R E SEA R CH  FINDINGS
This  c h a p t e r  is  devo ted  to d e s c r i b i n g  the d a t a  g a th e r e d  f r o m  
p e r s o n a l  i n t e rv i e w s  with  top l ev e l  e x e c u t iv e s  in five i n d u s t r i a l  
f i r m s .   ̂ Since the p u rp o se  of th is  r e s e a r c h  w as  to ob ta in  i n s ig h t s  
in to  how c o r p o r a t e  s t r a t e g y  _i_s f o rm u la t e d ,  a s  opposed  to how it 
should  b e , the f ind ings  a r e  l a r g e l y  d e s c r i p t i v e .  The c h a p te r ,  how ­
e v e r ,  i s  not  l im i t e d  to a s im p le  r e p o r t i n g  of w ha t  h a s  been  noted.
I t  in v o lv e s  the a n a l y s i s  and i n t e r p r e t a t i o n  of the d a ta  g a th e r e d  
a l lo w in g  the r e p o r t i n g  to be both  e x p l a n a t o r y  and a n a ly t i c a l .  C o n s e ­
qu en t ly ,  the e m p i r i c a l  r e s u l t s  r e p o r t e d  in th i s  c h a p t e r  r e p r e s e n t  an 
a p p r o p r i a t e  f i r s t  s tep  to w a rd  u n d e r s t a n d in g  any  u n e x p lo r e d  and 
c o n fu s in g  su b jec t ,  such  a s  the  one tha t  w i l l  be e x a m in e d  h e r e .
A lo g ica l  s t a r t i n g  point fo r  an in v e s t ig a t io n  c o n c e r n in g  the 
f o rm u la t io n  of c o r p o r a t e  s t r a t e g y  would be to d e t e r m i n e  what  the
*The pos i t ion  th a t  e a c h  e x e c u t iv e  he ld ,  a s  w el l  a s  c e r t a i n  
p a r t i c u l a r s  on e a c h  f i r m ,  a r e  p r e s e n t e d  in A ppend ix  A. In th is  
ap p e n d ix  and th ro u g h o u t  the r e m a i n d e r  of th is  p a p e r ,  the c o m p a n ie s ,  
d iv i s io n s  in v e s t ig a te d  in the c o m p a n ie s ,  and the e x e c u t iv e s  i n t e r ­
v iew ed  w i l l  be r e f e r r e d  to a s  A, B, C, D, o r  E.
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s t r a t e g i c  d e c i s io n s  a r e .  As  no ted  in the p r e v io u s  c h a p t e r ,  th is  
r e s e a r c h  c h o se  to def ine  the s t r a t e g i c  d e c i s io n s  as  those  C j  v a r i a b l e s  
p r e s e n t e d  e a r l i e r  in the t h e o r e t i c a l  d i s c u s s i o n  of th is  p a p e r .  In th i s  
m a n n e r ,  the  confus ion  tha t  of ten  r e s u l t s  d u r in g  d i s c u s s io n s  of the 
"no t  y e t  w e l l  de f ined"  su b je c t  of s t r a t e g y  w as ,  to a  l a r g e  ex ten t ,  
e l im in a t e d .
The a n s w e r s  th a t  e x e c u t iv e s  gave to the q u e s t io n s  r e f e r r e d  to 
in  the p r e v io u s  c h a p t e r  p ro v id e  the  foca l  poin t fo r  the d i s c u s s i o n  to 
be p r e s e n t e d  on the following p a g e s .  Th is  d i s c u s s i o n  beg ins  by 
a n a ly z in g  the  e x t e r n a l  and i n t e r n a l  i n fo r m a t io n  inpu ts  c h o sen  f i r s t  
fo r  e a c h  of the  five s t r a t e g i c  d e c i s io n s .  With r e s p e c t  to the s t r a t e g y  
f o r m u l a t i o n  p r o c e s s  d e s c r i b e d  in C h a p te r  III, th i s  a n a l y s i s  c o n c e r n s  
the  v a r i a b l e s  th a t  in d ic a te  the  r e l a t io n s h ip  b e tw e en  the f i r m  and i t s  
e n v i r o n m e n t  a s  s e e n  by e a c h  e x e cu t iv e .  T ha t  i s ,  the inpu ts  c h o s e n  
a r e  e x a m p l e s  of i n fo r m a t io n  n e c e s s a r y  to m a in t a in  the  b a lan ce d  
s i tu a t io n  d e p ic te d  in F ig u re  III — 1. T h e se  i n fo r m a t io n  inputs  w i l l  be 
e x p la in e d  v i s - a - v i s  o th e r  v a r i a b l e s ,  such  as  the e x e cu t iv e ,  the s ize  
of the  f i r m ,  a n d / o r  the in d u s t ry .
Q u e s t io n s  co n c e rn in g  how the in fo r m a t io n  was  r e c e iv e d ,  who 
i t  w as  ob ta ined  f ro m ,  and how of ten it was  ob ta ined ,  o f fe r e d  f u r t h e r  
in s ig h t  in to  how s t r a t e g i c  i n fo r m a t io n  (both e x t e r n a l  and in t e rn a l )  is  
m o n i t o r e d  and ev a lua ted .  The q u e s t io n  of to what  d e g r e e  is s t r a t e g y
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a p p r o a c h e d  on a s t r u c t u r e d  b a s i s  is a l so  in d ica ted  by the  da ta  
ob ta ined  f r o m  th e s e  q u e s t io n s .
F in a l ly ,  how s t r a t e g i c  d e c i s io n s  a r e  m a d e  i s  an a ly z e d  with  
r e s p e c t  to  the r e s p o n s e s  of the e x e cu t iv e s  to q u e s t io n s  which  
in c lu d ed  who m a k e s  the f ina l  s t r a t e g i c  d e c i s io n s ,  w ha t  c r i t e r i a  did 
th ey  em p lo y ,  and how of ten  a r e  s t r a t e g i c  d e c i s io n s  r e - e v a l u a t e d .  
F r o m  th is  a n a l y s i s  e m a n a t e s  c e r t a i n  c l a r i f i c a t i o n s  c o n c e rn in g  who 
the a c tu a l  s t r a t e g y  m a k e r s  in the l a r g e  d iv i s io n a l i z e d  c o r p o r a t i o n s  
a r e .
In g e n e r a l ,  the d i s c u s s i o n  on the following p ag es  i s  p a t t e rn e d  
a f t e r  the m o d e l  of s t r a t e g y  fo rm u la t io n  deve loped  in  C h a p te r  111 
( F ig u r e  III-2)  and s l igh t ly  r e v i s e d  in C h a p te r  V (F ig u r e  V - l ) .  In a 
m a n n e r  c o n s i s t e n t  with F i g u r e  V - l ,  a d i s c u s s i o n  of how s t r a t e g y  i s  
f o rm u la t e d  w i l l  beg in  with the e x t e r n a l  and in t e rn a l  in fo r m a t io n  
inputs  c h o s e n  by the e x e c u t iv e s .
In fo r m a t io n  fo r  S t r a t e g i c  D e c i s io n s
The f i r s t  s tep  in the r e s e a r c h  w as  to find out  what  i n f o r m a ­
t ion  the five e x e c u t iv e s  would choose  f i r s t  in m a k in g  the five
2
s t r a t e g i c  d e c i s io n s .  The s t r a t e g i c  d e c i s io n s  and the in fo r m a t io n
2
In the p r e v io u s  c h a p te r ,  it  w as  noted tha t  the e x e c u t iv e s  
w e r e  fo rc e d  to r a n k  the s t r a t e g i c  i n fo r m a t io n  inpu ts  p r e s e n t e d  to 
th e m .  The m a j o r  p u rp o se  of the ran k in g  w as  to fo rc e  the e x e c u t iv e s  
to th ink  abou t  and e x p la in  t h e i r  c h o ic e s  and not choose  a f i r s t  input  
a t  r an d o m .
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inpu ts  w e r e  p r e s e n t e d  p r e v i o u s l y  in  Table  V-2 .  The r e s u l t s  of th is  
p o r t io n  of the i n t e r v i e w  a r e  p r e s e n t e d  in  T a b le  V I - 1. T h e se  r e s u l t s  
c l e a r l y  show th a t  t h e r e  did e x i s t  so m e  d e g r e e  of a g r e e m e n t  a c r o s s  
c o m p an y  l ines  fo r  the  f i r s t  input  (both e x t e r n a l  and in te rn a l )  c h o s e n  
fo r  a l l  five s t r a t e g i c  d e c i s io n s .  Th is  s e c t io n  i s  devo ted  to e x p la in ­
ing s i m i l a r i t i e s  and d i f f e r e n c e s  in  the  cho ices  m a d e  by  the  e x e cu t iv e s  
c o n c e r n in g  s t r a t e g i c  i n fo r m a t io n  inpu ts .  W h e r e v e r  p o s s ib l e ,  the 
p a r t i c u l a r  c h o ic e s  a r e  b a c k e d  up by c o m m e n t s  o f fe re d  by  the 
e x e c u t i v e s .
P e r f o r m a n c e  C r i t e r i a  D e c i s io n
T a b le  V I - 1 shows th a t  execu t iv e  B chose  m a n a g e m e n t ' s  s ta te d  
t a r g e t s  f o r  the f i r s t  i n t e r n a l  i n fo r m a t io n  input  to the  p e r f o r m a n c e  
c r i t e r i a  d e c i s io n .  He fe l t ,  h o w e v e r ,  th a t  th i s  input  did not e x i s t  in  
i s o l a t i o n  and th a t  the r e m a i n in g  t h r e e  i n f o r m a t i o n  inputs  w e r e  
n e c e s s a r y  to a r r i v e  a t  c e r t a i n  t a r g e t s .  With th i s  q u a l i f i ca t io n ,  i t  i s  
th en  s e e n  th a t  bo th  the  e x t e r n a l  and i n t e r n a l  i n fo r m a t io n  c h o s e n  by 
A and B a r e ,  in  e f fec t ,  the s a m e .  T h e se  c h o ic e s  a r e  c o n s i s t e n t  
w i th  a  c o m m e n t  g iven  by A th a t  a v a i l a b i l i ty  of c a p i ta l  and p r o f i t  a r e  
the two o v e r r i d i n g  f a c t o r s  in any s t r a t e g i c  d e c i s io n ,  and a c o m m e n t  
m ad e  by B th a t  g row th  and p r o f i t a b i l i t y  a r e  the  two o v e r r i d i n g  
f a c t o r s .  T h is  f u r t h e r  g ives  one r e a s o n  to p ro p o se  tha t  the o b j e c ­
t iv es  o r  p e r f o r m a n c e  c r i t e r i a  of t h e s e  two c o m p a n ie s  a r e  h ea v i ly  
in f luenced  by f in a n c ia l  c o n s id e r a t i o n s .  Th is  should  not  be
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TA B L E  V I - 1
FIRST CHOICES O F E X T E R N A L  AND IN T E R N A L  INFORM ATION 
INPUTS FO R EA CH  STRA TEG IC DECISION
E x ecu t iv e #1 P e r f o r m a n c e  C r i t e r i a  D ec is io n
A E x t e r n a l long -  and s h o r t - t e r m  i n t e r e s t  r a t e s
I n t e r n a l c o s t  of  c a p i t a l
B E x t e r n a l long -  and  s h o r t - t e r m  i n t e r e s t  r a t e s
I n t e r n a l m a n a g e m e n t ' s  s ta t e d  t a r g e t s
C E x t e r n a l in d u s t r y  p e r f o r m a n c e
I n t e r n a l p r e s e n t  and p as t  d e g r e e s  of p ro f i t a b i l i ty
D E x te  r n a l in d u s t r y  p e r f o r m a n c e
I n t e r n a l m a n a g e m e n t ' s  s ta t e d  t a r g e t s
E E x t e r n a l in d u s t r y  p e r f o r m a n c e
I n t e r n a l m a n a g e m e n t ' s  s ta t e d  t a r g e t s
E x ecu t ive #2 C u s t o m e r  Mix  D e c is io n
A E x t e r n a l in fo r m a t io n  c o n c e rn in g  c h an g es  in  the popu­
l a t i o n ' s  n o r m s ,  v a lu e s ,  n e e d s ,  w a n t s ,  e tc .
I n t e r n a l m a n a g e r i a l  t a l e n t  av a i lab le  f o r  new 
c u s t o m e r  m a r k e t s
B E x t e r n a l p o te n t ia l  s a l e s  t r e n d s  fo r  new p ro d u c ts
I n t e r n a l p r e s e n t  p ro d u c t  c h a r a c t e r i s t i c s
C E x t e r n a l h i s t o r i c a l  g ro w th  and s ta b i l i ty  of m a r k e t s  
s e l e c t e d 3
I n t e r n a l p r e s e n t  p ro d u c t  c h a r a c t e r i s t i c s
D E x t e r n a l s o u n d n e s s  (quality)  of po ten t ia l  c u s t o m e r s 3
I n t e r n a l p r e s e n t  p ro d u c t  c h a r a c t e r i s t i c s
E E x t e r n a l in fo r m a t io n  co n c e rn in g  c h a n g e s  in the popu­
l a t i o n ' s  n o r m s ,  v a lu e s ,  n e e d s ,  w a n ts ,  e tc .
I n t e r n a l m a n a g e r i a l  t a l e n t  av a i lab le  f o r  new 
c u s t o m e r  m a r k e t s
E x e cu t iv e #3 P r o d u c t  M ix  D ec is io n
A E x t e r n a l supp ly  and  d e m a n d  cond i t ions  of the i n d u s t r y  
a v a i l a b i l i ty  of s u p p l i e r s  of m a t e r i a l s  fo r  
p o ten t ia l  p r o d u c t s '3
I n t e r n a l m a r k e t  po ten t ia l  f o r  e a c h  p ro d u c t
B E x t e r n a l supply  and d e m an d  cond i t ions  of the in d u s t ry
I n t e r n a l c h a r a c t e r i s t i c s  of e x i s t in g  p lan t  and e q u ip ­
m e n t
C Exte  r n a l supply  and  d e m a n d  cond i t ions  of  the i n d u s t r y
I n t e r n a l m a r k e t  po ten t ia l  fo r  e a ch  p ro d u c t
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TA B LE V I - l - - C o n t i n u e d
E x e cu t iv e #3 (continued)
D E x t e r n a l supply  and d e m a n d  cond i t ions  of the i n d u s t r y
a v a i l a b i l i ty  of s u p p l i e r s  of m a t e r i a l s  for  
po ten t ia l  p ro d u c t s
I n t e r n a l c h a r a c t e r i s t i c s  of e x i s t in g  p lan t  and e q u ip ­
m e n t
E Ex te  rn a l supply  and d e m a n d  cond i t ions  of  the in d u s t r y
Inte rn a l m a r k e t  po ten t ia l  fo r  e a c h  p ro d u c t
E x e cu t iv e #4 D i f fe r e n t i a l  Advan tage  D e c i s io n
A Exte  rna l m a j o r  s t r e n g t h s  and w e a k n e s s e s  of 
c o m p e t i t o r s
I n t e r n a l e f f ic ien cy  of p ro d u c t io n  f a c i l i t i e s
B Exte  rna l m a j o r  s t r e n g t h s  and w e a k n e s s e s  of 
c o m p e t i t o r s
I n t e r n a l p ro d u c t  innova t ion  ab i l i ty
C E x te  rn a l m a r k e t  s h a r e  of m a j o r  c o m p e t i t o r s
Inte rn a l e f f ic ien cy  of p ro d u c t io n  f a c i l i t i e s
D E xte  rn a l m a j o r  s t r e n g t h s  and w e a k n e s s e s  of 
c o m p e t i t o r s
In te  rn a l e f f ic iency  of p ro d u c t io n  f a c i l i t i e s
E E x te  rn a l po ten t ia l  s o u r c e s  of raw  m a t e r i a l 3
Inte  rn a l dep th  of m a n a g e r i a l  t a l e n t
E x e cu t iv e #5 G eogra phic C o n c e n t r a t i o n  D ec i s io n
A Exte  rn a l a v a i l a b i l i ty  of c a p i t a l  f o r  g e o g rap h ic  
e x p an s io n
I n t e r n a l p r o je c t io n s  of c a p i t a l  e x p e n d i tu r e s  
i n t e r n a l  f inanc ing  capab i l i t ies*3
B E x t e r n a l m a r k e t  po ten t ia l  of v a r io u s  g e o g ra p h ic  a r e a s
I n t e r n a l p r e s e n t  p lan t  lo ca t io n s  
p ro je c t io n s  of c a p i t a l  expend i tu res*3
C E x t e r n a l m a r k e t  po ten t ia l  of v a r io u s  g eo g ra p h ic  a r e a s
I n t e r n a l p r e s e n t  plant  lo ca t io n s
D Exte  rna l loca t ion  of m a j o r  c o m p e t i t o r s
Inte rn a l loca t ion  of raw m a t e r i a l  s o u r c e s
E Exte  rn a l m a r k e t  po ten t ia l  of v a r io u s  g eo g ra p h ic  a r e a s
Inte rn a l loca t ion  of raw  m a t e r i a l  s o u r c e s
a T h e s e  inputs  w e re  p ro v id ed  by the p a r t i c u l a r  e x e cu t iv e .
^In these  c a s e s ,  the e x e cu t iv e s  fe l t  that  both in fo rm a t io n  inputs  
w e r e  im p o r t a n t  to the d ec i s io n .
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s u r p r i s i n g  s in c e  c o s t  of c a p i t a l  (which in c lu d e s  a c o n s i d e r a t i o n  of 
i n t e r e s t  r a t e s )  is  an  a c c e p ta b le  and w e l l - e s t a b l i s h e d  m e th o d  fo r  
judg ing  i n v e s t m e n t  p r o j e c t s  w h ich  d e t e r m i n e  (in the long  run)  the 
o v e r a l l  f in a n c ia l  s u c c e s s  o r  f a i lu r e  of the f i r m .
The r e m a in in g  t h r e e  e x e c u t iv e s  chose  i n d u s t r y  p e r f o r m a n c e  
a s  t h e i r  f i r s t  cho ice  fo r  an  e x t e r n a l  i n fo r m a t io n  input .  T h e se  
e x e c u t iv e s  a l l  e x p r e s s e d  the im p o r t a n c e  of knowing w ha t  the  i n d u s t r y  
i s  doing a s  a v i t a l  input  to se t t in g  o v e r a l l  o b j e c t iv e s  o r  p e r f o r m a n c e  
c r i t e r i a .  One execu t iv e  e x p r e s s e d  h is  v iew in  th i s  m a n n e r :  "We
a r e  not s a t i s f i e d  to be an  a v e r a g e  c o m p a n y - - w e  want  to be the  b e s t .  
In o r d e r  to do th is  we m u s t  know what  the i n d u s t r y  is doing.  " In 
add i t ion ,  when com pany  d o c u m e n ts  w e re  e x a m in e d ,  it w as  found th a t  
p o r t i o n s  of s tu d ie s  included e x ten s iv e  in fo rm a t io n  c o n c e r n in g  c o m ­
p e t i t o r s .  Th is  in fo r m a t io n  in c lu d ed  such  m a t t e r s  a s  s a le s  of a 
p a r t i c u l a r  p ro d u c t  fo r  the e n t i r e  i n d u s t r y  b r o k e n  down to  ind iv idua l  
p r o d u c e r s ,  a s  w el l  as  the p r e s e n t  and p r o je c te d  c a p a c i t i e s ,  and the 
techno logy  used  by c o m p e t i t o r s .  The focus  on i n d u s t r y  p e r f o r m a n c e  
w h ich  inc luded  ac t io n s  of c o m p e t i t o r s  m a y  be p r i m a r i l y  due to a 
m a j o r  f a c to r  th a t  c o n c e r n s  the d e g r e e  of c o m p e t i t io n  i n h e r e n t  in  the 
c h e m i c a l  in d u s t ry .
Two of the t h r e e  e x e c u t iv e s  tha t  ch o se  i n d u s t r y  p e r f o r m a n c e  
a s  t h e i r  e x t e r n a l  in fo r m a t io n  input  a l s o  chose  m a n a g e m e n t ' s  s ta ted  
t a r g e t s  a s  an  i n t e r n a l  input .  A p o s s ib le  e x p la n a t io n  fo r  th is  cho ice
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i s  o f fe red  b y  the  f ac t  tha t  t h e s e  p a r t i c u l a r  e x e c u t iv e s  r e p o r t e d  th a t  
they  p a r t i c ip a te d  in  m e e t i n g s ,  the p u r p o s e  of which  w as  to s e t  
o b j e c t iv e s  o r  p e r f o r m a n c e  c r i t e r i a .  S ince  t h e s e  e x e c u t iv e s  do p lay  
a n  ac t iv e  ro le  in  s e t t in g  o b je c t iv e s  (or  t a r g e t s ) ,  i t  s e e m s  to follow 
th a t  they  would choose  m a n a g e m e n t ' s  s ta te d  t a r g e t s  a s  an  i m p o r t a n t  
input .  F u r t h e r m o r e ,  fo r  t h e s e  two e x e c u t iv e s ,  the  e x t e r n a l  i n f o r m a ­
t ion  c h o se n  ( in d u s t ry  p e r f o r m a n c e )  m a y  a l s o  be an  i m p o r t a n t  
v a r i a b l e  fo r  s e t t in g  m a n a g e m e n t ' s  t a r g e t s .
E x e c u t iv e  C was  the only one to choose  p r e s e n t  and p a s t  
d e g r e e s  of p ro f i t ab i l i ty .  An ex p lan a t io n  th a t  c an  be s u g g e s te d  h e r e  
i s  th a t  p r o f i t a b i l i t y  i s  u s e d  as  the m a j o r  p e r f o r m a n c e  c r i t e r i o n  in  
th i s  p a r t i c u l a r  d iv is ion ,  o r  the ex ec u t iv e  h i m s e l f  f e e l s  tha t  i t  i s  the 
m a j o r  c r i t e r i o n .  In e i t h e r  c a s e ,  h o w e v e r ,  p e r f o r m a n c e  m e a s u r e d  
by p r o f i t a b i l i t y  r e q u i r e s  a knowledge of p a s t  and p r e s e n t  p e r f o r ­
m a n c e  in  th a t  a r e a .
C u s t o m e r  Mix D e c i s io n
E x a m in a t io n  of the c u s t o m e r  m ix  d e c i s i o n  a l s o  shows the 
e x e c u t iv e s  in so m e  a g r e e m e n t  o ver  the e x t e r n a l  and i n t e r n a l  i n f o r ­
m a t io n  inputs  to th is  v a r i a b l e .  F i r s t  of  a l l ,  A and E  w e r e  in  a g r e e ­
m e n t  on bo th  inpu ts .  A ' s  r e a s o n  fo r  choos ing  the  e x t e r n a l  i n f o r m a ­
t ion  inpu t  t h a t  he did  r e l a t e d  to the p a r t i c u l a r  p r o d u c t s  p ro d u c e d  by 
h i s  d iv i s io n .  The p ro d u c t s  a r e  u s e d  to a l a r g e  d e g r e e  in  the h o u s in g ,  
m o b i le  h o m e s ,  and au to m o t iv e  i n d u s t r i e s .  C o n seq u en t ly ,  d e c i s io n s
189
on p a r t i c u l a r  m a r k e t s  to e m p h a s iz e  a r e  in f lu en ced  by  the o v e r a l l  
p e r f o r m a n c e  of t h e s e  i n d u s t r i e s ,  a s  w e l l  as  the  a c c e p t a n c e  o r  
r e j e c t i o n  of A ' s  p r o d u c t s  by the  c u s t o m e r s  of th o se  i n d u s t r i e s .  
S im i l a r ly ,  a s u b s t a n t i a l  p a r t  of E ' s  s a le s  i s  d e r i v e d  f r o m  a c h e m i c a l  
p r o d u c t  tha t  h a s  m a n y  end u s e s  and i s  found in  v i r t u a l l y  e v e r y  ho m e
a c r o s s  the na t ion .  A change  in  s e n t im e n t  o r  need  fo r  th is  p r o d u c t
3
could p lace  the d iv i s io n  in  s e r i o u s  d if f icu l ty .
The f a c t  th a t  bo th  A and E chose  m a n a g e r i a l  t a l e n t  a v a i la b le  
a s  an  i n t e r n a l  i n f o r m a t i o n  inpu t  w as  s u p p o r te d  by  E when he sa id ,  
"T h e  th ing  th a t  t r a n s c e n d s  i t  a l l  i s  people .  " The i m p o r t a n c e  of 
people  ( m a n a g e r i a l  ta len t )  in  t h e s e  l a r g e  e n t e r p r i s e s  w as  b ro u g h t  
out by e a c h  m a n a g e r  a t  so m e  poin t  d u r in g  the  i n t e rv i e w ,  e v e n  though 
s o m e  did not  s e l e c t ,  a s  t h e i r  f i r s t  cho ice ,  in p u ts  r e l a t e d  s p e c i f i c a l ly  
to th i s  d e c i s io n .  At f i r s t  g l an ce ,  th i s  m a y  a p p e a r  to be a c o n t r a ­
d ic t io n .  I t  s e e m s ,  h o w e v e r ,  th a t  so m e  m a n a g e r s  d id  not  look  upon 
a l a c k  of m a n a g e r i a l  t a l e n t  a s  a  c o n s t r a i n t .  T h e i r  p o s i t io n  i s  tha t  
they  c a n  a lw ay s  go out  and find the  t a l e n t  they  need ,  o r  if  t h e y  find a 
w e a k n e s s  th ey  c an  s t r e n g t h e n  i t .
^It should  be no ted  th a t  B fe l t  th a t  c h a n g e s  in  the  p o p u la t io n ' s  
n o r m s ,  v a lu e s ,  n e e d s ,  w an ts ,  e tc .  in f luenc ed  h i s  un i t  on ly  in  the 
" v e r y  long r u n "  (15-20  y e a r s ) .  His  r e a s o n i n g  w as  t h a t  the p a r t i c u l a r  
p r o d u c t s  m a n u f a c t u r e d  by h is  un i t  a r e  c o n s id e r a b l y  r e m o v e d  f r o m  
the e n d - u s e  m a r k e t .  In o th e r  w o r d s ,  even  though the e n d - u s e  m a r ­
k e t  m a y  change  in t e r m s  of, e . g . ,  style ,  c o l o r  and co m p le x i ty  of the 
good, the s a m e  b a s ic  in g re d ie n ts  p ro d u c ed  by  h i s  d iv i s io n  w il l  s t i l l  
be u sed .
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The r e m a i n in g  t h r e e  e x e c u t iv e s  (B, C, and D) w e r e  i n  c o m ­
p le te  a g r e e m e n t  o v e r  t h e i r  cho ice  of an  i n t e r n a l  i n p u t - - p r e s e n t  
p r o d u c t  c h a r a c t e r i s t i c s .  It  s e e m s  th a t  in  th is  h igh ly  c o m p e t i t iv e  
i n d u s t r y  w h e re  t h e r e  m a y  be a  n u m b e r  of p r o d u c e r s  fo r  a s ing le  
p ro d u c t ,  a m a i n  f a c t o r  is  of ten  a sp ec i f ic  c h a r a c t e r i s t i c  of the 
p r o d u c t  ( such  a s  qual i ty )  t h a t  a l low s  i t  to be sold  to a p a r t i c u l a r  
c u s t o m e r .
B e s id e s  the two i n t e r n a l  i n fo r m a t io n  inpu ts  ( i . e .  , p r e s e n t  
p r o d u c t  c h a r a c t e r i s t i c s  and m a n a g e r i a l  t a l e n t  a v a i lab le  fo r  new 
c u s t o m e r  m a r k e t s )  c h o se n  by the e x e c u t iv e s ,  t h ey  w e r e  h a r d -  
p r e s s e d  to c i te  o th e r  i n t e r n a l  inpu ts  fo r  th is  d e c i s io n .  One ex e cu t iv e  
r e m a r k e d  th a t  " t h e r e  a r e  not  too m a n y  i n t e r n a l  f a c t o r s  th a t  c a u s e  us 
to choose  one c u s t o m e r  f r o m  a n o th e r .  " An e x p lan a t io n  o f fe red  fo r  
th i s  s t a t e m e n t  r e l a t e s  to the  p a r t i c u l a r  i n d u s t r i e s  to which  the 
f i r m s  be long .  Tha t  i s ,  c e r t a i n  a t t r i b u t e s  such  a s  p r o d u c t  o u t le t s  o r  
s a l e s  f o r c e  t a l e n t  a r e  not a s  i m p o r t a n t  a s  they  m a y  be in  som e o th e r  
i n d u s t r i e s .  F o r  e x a m p le ,  the p a r t i c u l a r  p lan t  w h e r e  the p ro d u c t  i s  
m a d e  a c t s  a s  the d i s t r i b u t i o n  c e n t e r ,  and p r o d u c t s  a r e  g e n e r a l l y  
sh ipped  d i r e c t l y  to the c u s t o m e r .
F u r t h e r m o r e ,  i t  s e e m s  th a t  c h a r a c t e r i s t i c s  of the s a le s  
f o r c e  a r e  a l s o  r e l a t i v e ly  m i n o r  c o m p a r e d  to the  a c tu a l  p ro d u c in g  of 
the  p ro d u c t .  In  the  c h e m i c a l  in d u s t r y ,  c u s t o m e r s  a r e  c o n c e r n e d  
with  the  p r o d u c t  i t s e l f  and the t e c h n ic a l  c o m p e te n c e  behind it.
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C o n seq u en t ly ,  the p ro d u c t  i t s e l f  i s  r e l a t i v e ly  m o r e  i m p o r t a n t  as  
o pposed  to a f a c t o r  th a t  m ig h t  be r e f e r r e d  to a s  s a l e s m a n s h ip .  In  
add i t ion ,  r e c r u i t m e n t  of  s a le s  f o r c e  people  i s  not  a m a j o r  p r o b le m  
fo r  two r e a s o n s .  F i r s t  of a l l ,  new p ro d u c t s  a r e  r e a d i l y  hand led  by 
p r e s e n t  peop le ,  and second ,  s a l e s m e n  g e n e r a l l y  com e  f r o m  t e c h n i ­
ca l  a r e a s  w i th in  the o rg a n iza t io n .
E x e c u t iv e s  B and C chose  in fo r m a t io n  inpu ts  th a t  e s s e n t i a l l y  
in d ic a te  g row th  and p r o f i t a b i l i ty  of  p a r t i c u l a r  c u s t o m e r  m a r k e t s .
B e x p r e s s e d  th a t  p o ten t ia l  s a l e s  t r e n d s  fo r  new m a r k e t s  was  an 
in d ic a t io n  of h is  m a j o r  c o n c e r n s  which  w e r e  (1) g row th ,  (2) c u s t o m e r  
c o m p a t ib i l i ty  w ith  p ro d u c t s ,  and (3) p ro f i t .  C fe l t  tha t  h i s t o r i c a l  
d a ta  on p a r t i c u l a r  m a r k e t s  w e r e  a  b e t t e r  m e a s u r e . ^
E x e c u t iv e  D e x p r e s s e d  a s l igh t ly  d i f f e r e n t  view. He fe l t  tha t  
the inpu ts  l i s t e d  u n d e r  c u s t o m e r  m ix  (in Tab le  V-2) w e r e  r e l a t i v e ly  
u n im p o r ta n t ,  and th a t  the  s o u n d n e s s  (qual ity)  of the c u s t o m e r s  be ing  
s e r v e d  w as  by  f a r  a m o r e  i m p o r t a n t  f a c to r .  ® This  i s  p ro b a b ly  due 
to  the f a c t  th a t  in  the c h e m ic a l  i n d u s t r y  which  D b e lo n g s ,  s a l e s  to a  
s ing le  c u s t o m e r  of ten  r e p r e s e n t  m i l l io n s  of d o l l a r s  p e r  y e a r .  In 
add i t ion ,  to ta l  s a l e s  of a s ing le  p ro d u c t  m a y  be to a  r e l a t i v e ly  s m a l l
^ l t  s e e m s  th a t  execu t iv e  C w a s  r e f e r r i n g  only  to  e x i s t in g  
p r o d u c t s  w h e r e  m a r k e t s  had  b e e n  e s t a b l i s h e d  which  d o e s  not inc lude  
new p ro d u c t  e n t r i e s .
^ E x e cu t iv e  B a l s o  m a d e  a g e n e r a l  c o m m e n t  s ta t in g  tha t  "an  
i m p o r t a n t  input  / t o  the c u s t o m e r  m ix  d e c i s i o n /  i s  an  e s t i m a t e  of the 
c u s t o m e r ' s  f in a n c ia l  pos i t ion .  "
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n u m b e r  of c u s t o m e r s .  T h e s e  two f a c t o r s  p lace  s u b s ta n t i a l  j u s t i f i c a ­
t io n  on the  c a r e f u l  r e s e a r c h  of a c u s t o m e r ' s  a b i l i ty  to pay.
In r e l a t i o n  to th is  l a s t  point ,  ex ecu t iv e  O a l so  gave the 
i m p r e s s i o n  th a t  s o u n d n ess  inc luded  the ex ten t  to  w hich  he felt  a 
c u s t o m e r  would be fa i thfu l  to h i s  s u p p l i e r .  In c o n v e r s a t i o n s  with 
ex ecu t iv e  D and the  o th e r  c h e m ic a l  e x e c u t iv e s ,  the in d ic a t io n  w as  
th a t  they  m a in ta in e d  a s u r p r i s i n g l y  c lo se  b u s in e s s  r e l a t io n s h ip  with  
one a n o th e r .  A s  s u p p l i e r s  and  p u r c h a s e r s  of one a n o t h e r s '  
p r o d u c t s ,  t h e r e  s e e m e d  to e x i s t  an  u n w r i t t e n  code of conduct .  F o r  
e x a m p le ,  a  s u p p l i e r  would e x p e c t  h i s  c u s t o m e r  to t e l l  h i m  i f  a 
c o m p e t i t o r  w as  o f fe r in g  the s a m e  p r o d u c t  to the c u s t o m e r  a t  a  lo w e r  
p r i c e .  T h is  would a t  l e a s t  give the p r e s e n t  s u p p l i e r  a  ch an ce  to 
m e e t  the l o w e r  p r i c e  and not  lo se  h i s  c u s t o m e r .  It  a l s o  s e e m e d  
th a t  in  a t im e  of s c a r c i t y  f o r  m a n y  m a t e r i a l s  in  th is  in d u s t r y ,  the 
c o m p a n ie s  w e r e  w o rk in g  t o g e t h e r  to  so lve  t h e i r  l o n g - r a n g e  
p r o b l e m s .  R e c i p r o c a l  m a t e r i a l  p u r c h a s e  a g r e e m e n t s  w e r e  be ing  
neg o t ia ted  fo r  a  n u m b e r  of y e a r s  in to  the  fu tu re .  E v e n  in  " n o r m a l "  
t i m e s ,  h o w e v e r ,  c h e m ic a l  c o m p a n ie s  m a i n t a i n  a c lo se  s u p p l i e r  
c u s t o m e r  r e l a t io n s h ip .  ^
^T h e  c lo se  r e l a t io n s h ip  t h a t  does  e x i s t  i n  th i s  i n d u s t r y  m a y  
be so m e w h a t  unique and due to a  s i tu a t io n  e x i s t in g  in  the in d u s t r y .  
Th is  s i tu a t io n  w a s  d e s c r i b e d  by  one execu t iv e  a s  " the  b ig g e s t  c u s ­
t o m e r  of the c h e m ic a l  i n d u s t r y  i s  the  c h e m i c a l  i n d u s t r y  i t s e l f .  "
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P r o d u c t  Mix D ec is io n
F o r  e x t e r n a l  i n f o r m a t i o n  in p u ts  to the p r o d u c t  m ix  d e c i s io n ,  
a l l  five e x e c u t iv e s  chose  supply  and d e m a n d  cond i t ions  of the  
i n d u s t r y .  In  add i t ion ,  two of the e x e c u t iv e s  a l so  c h o se  a v a i l a b i l i ty  
of s u p p l i e r s  of m a t e r i a l s  f o r  p o ten t ia l  p r o d u c t s .  The f i r s t  v a r i a b l e  
and, to a g r e a t e r  ex ten t ,  the second  v a r i a b l e  r e f l e c t  the c o n c e r n  of 
the  e x e c u t iv e s  o v e r  the  p r e s e n t  s ta t e  of the i n d u s t r y .  Tha t  i s ,  som e  
m a t e r i a l s  a r e  in  r e l a t i v e ly  s h o r t  supply  a s  c o m p a r e d  to w ha t  th ey  
w e r e  a few y e a r s  ago.  ^ Since  " the  b ig g e s t  c u s t o m e r  of the  c h e m i c a l  
i n d u s t r y  i s  the c h e m ic a l  i n d u s t r y  i t s e l f ,  " the  s i tu a t io n  i s  o f ten  one 
w h e r e  a p r o d u c e r  i s  a r a w  m a t e r i a l  s u p p l i e r  to a n o th e r  c o m p a n y  in
Q
the i n d u s t ry .  F o r  the c h e m ic a l  in d u s t r y ,  then ,  the  s i tu a t io n  now is  
one w h e r e  c o n c e r n  l i e s  not  so m u c h  w i th  d e m a n d  fo r  p r o d u c t s ,  but 
with  supp ly  of i n g re d ie n t s  ( o th e r  p r o d u c t s )  to m a k e  the p r o d u c t s .  ^
good e x a m p le  of th i s  i s  b e n z in e ,  a  n e c e s s a r y  i n g r e d ie n t  
fo r  m ak in g  the  p la s t i c  s ty r e n e .  Since b en z in e  i s  a d e r i v a t iv e  of 
p e t r o l e u m ,  the supply  h a s  d e c r e a s e d .  To com pound  the  p r o b le m ,  
d e m a n d  f o r  b enz ine  h a s  r i s e n  a s  an  i n g r e d i e n t  f o r  n o n - l e a d e d  g a s o ­
l ine .  T h e se  two condi t ions  ( in c r e a s e d  d e m a n d  and d e c r e a s e d  supply)  
have  ca u s e d  s ty r e n e  p r o d u c t io n  to be cu t  b a ck  in s o m e  c a s e s  and shut 
down in o t h e r s .
Q
Although d iv i s io n  A is  in  the b u s in e s s  of f a b r i c a t i n g  a lu m i ­
n u m  p ro d u c t s ,  it s e e m s  th a t  fo r  th is  i n d u s t r y  supply  and d em an d  
condi t ions  and a v a i l a b i l i ty  of m a t e r i a l s  a r e  a l s o  v e r y  im p o r t a n t .  As 
a m a t t e r  of fac t ,  th is  d iv i s io n  was  in  the p r o c e s s  of i n t e g r a t i n g  b a c k ­
w a rd  to i n s u r e  a v a i l a b i l i ty  of raw  m a t e r i a l s .
Q
7It  is i n t e r e s t i n g  to note  th a t  to ex ec u t iv e  B, supply  of 
m a t e r i a l s  w as  not  a s  i m p o r t a n t .  Th is  c a n  be p a r t i a l l y  e x p la in ed  by 
the f ac t  th a t  com pany  B i s  v e r t i c a l l y  i n t e g r a t e d  in  the c h e m ic a l
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The  no t ion  of supply  and d e m a n d  cond i t ions  b e ing  i m p o r t a n t  
w as  a l s o  r e f l e c t e d  in the c o m p a n y  d o c u m e n ts  e x a m in e d  by  the 
r e s e a r c h e r .  In t h e s e  d o c u m e n ts  w e r e  found f o r e c a s t s  five to ten  
y e a r s  into the fu tu re  sp ec i fy ing  i n d u s t r y  d e m a n d  f o r  a p a r t i c u l a r  
p ro d u c t ,  the c o m p a n y ' s  p r o je c t e d  c a p a c i ty ,  and the p r e s e n t  and 
p r o j e c t e d  c a p a c i t i e s  of a l l  o th e r  p r o d u c e r s  of the  p ro d u c t .  One 
c o m p a n y  d o c u m e n t  (a c a p i t a l  a p p r o p r i a t i o n s  r e q u e s t )  w en t  so f a r  a s  
to in c lu d e  a d e m a n d  sch ed u le  of the p a r t i c u l a r  p r o d u c t  f o r e c a s t i n g  
out to the y e a r  1980.
T a b le  V I - 1 shows th a t  A, C, and E ch o se  i n fo r m a t io n  c o n ­
c e r n in g  m a r k e t  po ten t ia l ,  and B and D chose  i n f o r m a t i o n  c o n c e r n in g  
the  c h a r a c t e r i s t i c s  of e x i s t in g  p lan t  and e q u ip m e n t  a s  i m p o r t a n t  
i n t e r n a l  inpu ts  to the p ro d u c t  m ix  d e c i s io n .  P r o d u c t  m a r k e t  p o te n ­
t i a l  i s  a v a r i a b l e  t h a t  i s  an  i n d i c a t o r  of g ro w th  and,  to s o m e  d e g r e e ,  
p r o f i t a b i l i t y  of a  p a r t i c u l a r  p ro d u c t .  T h is  is  an  in d ica t io n  th a t  the 
l o n g - t e r m  m a r k e t  p o ten t ia l  i s  an  i m p o r t a n t  f a c t o r  i n  th i s  i n d u s t r y  
and m a y  be due p r i m a r i l y  to  the  r e l a t i v e l y  h igh  in i t i a l  c a p i t a l  i n v e s t ­
m e n t  n e c e s s a r y  to p ro d u c e  m o s t  p r o d u c t s .  I n v e s t m e n t  i n  p lan t  and 
e q u ip m e n t  is  only  done a f t e r  c a r e f u l  c o n s id e r a t i o n  h a s  b e e n  g iv en  to  
the m a r k e t  p o ten t ia l  of the p r o d u c t  to be  p ro d u ce d .
q
(cont inued)  i n d u s t r y  w i th  to ta l  c o m p an y  s a l e s  of o v e r  two 
b i l l io n  d o l l a r s .  B ' s  c o m m e n t  on th i s  po in t  w as  t h a t  " i f  we d o n ' t  
have  a  s u p p l i e r ,  w e ' l l  m a k e  i t  o u r s e l v e s .  "
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The o th e r  i n t e r n a l  i n f o r m a t i o n  input  c h o s e n  ( c h a r a c t e r i s t i c s  
of e x i s t in g  p lan t  and e q u ip m e n t )  i s  a v a r i a b l e  tha t  i s  s ig n i f ic an t  
b e c a u s e  i t  i s  no t  e a s i l y  changed  in  the  s h o r t  r u n  and would a l s o  
r e q u i r e  s u b s t a n t i a l  c a p i t a l  ou t lay  to do so. C o n seq u e n t ly ,  i t  a c t s  
a s  a c o n s t r a i n t  in  the s h o r t  r u n  on w h a t  the f i r m  p r o d u c e s  and how 
i t  i s  p ro d u ce d .  ^  In th i s  s e n s e ,  i t  a l s o  a c t s  a s  a c o n s t r a i n t  on how 
w el l  a  com p an y  c a n  c o m p e te  w ith  f i r m s  p ro d u c in g  s i m i l a r  p r o d u c t s .
D i f f e r e n t i a l  A d v an tage  D e c i s io n
The s t r a t e g i c  d e c i s io n  c o n c e r n in g  the f i r m ' s  d i f f e r e n t i a l  o r  
c o m p e t i t iv e  advan tage  i s  one w h e r e  the m a j o r  focus  s e e m e d  to be on 
the  ac t io n s  of c o m p e t i t o r s .  The e x e c u t iv e s ,  i n  g e n e r a l ,  e x p r e s s e d  
a need  to know what  c o m p e t i t o r s  w e r e  doing in  o r d e r  to m o r e  e a s i l y  
de f ine  what  th e y  t h e m s e l v e s  should  o r  should  not do .  As e x ecu t iv e  
D r e m a r k e d ,  "If we w an t  to be s ig n i f ic an t  we have  to know w ha t  
c o m p e t i t o r s  a r e  doing.  " S im i l a r l y ,  B fe l t  tha t  i n f o r m a t i o n  on  c o m ­
p e t i t o r s  w as  n e c e s s a r y  fo r  c o m p a r i s o n  p u r p o s e s  to be u s e d  a s  a 
m e a s u r e  a g a i n s t  t h e i r  own p e r f o r m a n c e .
When r e l e v a n t  co m p an y  d o c u m e n t s  w e r e  e x a m in e d ,  the 
r e s e a r c h e r  found th a t  the c o n c e r n  of  the e x e c u t iv e s  o v e r  c o m p e t i t o r s  
w a s  a l s o  g iven  c o n s id e r a b l e  e m p h a s i s  in  the w r i t t e n  r e p o r t s .  F o r  
i n s t a n c e ,  a f e a s ib i l i t y  r e p o r t  on a  new p r o d u c t  in c lu d ed  t e c h n ic a l
^ E x e c u t i v e  B ' s  c o m m e n t  on th is  po in t  w a s  th a t  " t h e r e  i s  no 
a l t e r n a t iv e .  In  the s h o r t  r u n  you have  to s e l l  w ha t  you c a n  m a k e .  "
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i n f o r m a t i o n  c o n c e rn in g  the m a t e r i a l s  c o m p e t i t o r s  w e r e  us ing .  I n ­
c luded  u n d e r  a  l o n g - r a n g e  p lan  w as  an  a n a ly s i s  of the  c o m p a n y ' s  
tech n o lo g y  (in p a r t i c u l a r  p r o d u c t  a r e a s )  v e r s u s  th a t  of c o m p e t i t o r s .
A c a p i t a l  a p p r o p r i a t i o n s  r e q u e s t  inc luded  an  a n a l y s i s  of a l l  the 
p r o c e s s e s  th a t  could be u t i l i z ed  (to p ro d u c e  a c e r t a i n  p ro d u c t )  in  
a d d i t io n  to a  b rea k d o w n  and a n a l y s i s  of th o se  p r o c e s s e s  u s e d  by 
c o m p e t i t o r s .  The s a m e  c a p i t a l  a p p r o p r i a t i o n s  r e q u e s t  in c lu d ed  a 
s e c t io n  on c o m p e t i t iv e  p o s i t io n  th a t  l i s t e d  e s t i m a t e d  p r o j e c t io n s  of 
c o m p e t i t iv e  p r o d u c t  vo lum e ,  m a r k e t  s h a r e ,  and cap ac i ty .  F in a l ly ,  
a p r o d u c t  s t a tu s  r e p o r t  inc luded  a  s e c t io n  on p r o d u c t  v e r s u s  i n d u s t r y  
p e r f o r m a n c e  w hich  p r o c e e d e d  to p r e s e n t  a th o ro u g h  a n a l y s i s  and 
w r i t t e n  r e p o r t  on e a c h  c o m p e t i t o r  co n c e rn in g ,  e . g . ,  w h en  the 
c o m p a n y  b e g a n  co m p e t in g  in  the p a r t i c u l a r  p r o d u c t  a r e a ,  the 
p r o c e s s e s  it  h a s  used  and i s  u s in g  a t  p r e s e n t ,  how the p r o c e s s  c o m ­
p a r e s  ( techno log ica l ly )  to o th e r  p r o c e s s e s  be ing  u se d ,  and w h e r e  
e a c h  co m p an y  s tan d s  now in  t e r m s  of i n d u s t r y  p e r f o r m a n c e .  T h e se  
a r e  a l l  e x a m p l e s  of the e m p h a s i s  p lac e d  on i n fo r m a t io n  u se fu l  to 
a t t a in in g  a d i f f e r e n t i a l  advan tage .
F o r  the e x t e r n a l  i n fo r m a t io n  input  to the d i f f e r e n t i a l  a d v a n ­
t ag e  d e c i s io n ,  E c h o se  to  i n s e r t  a  v a r i a b l e  th a t  d i f f e r e d  s ig n i f ican t ly  
f r o m  the  o t h e r s .  His  input  r e l a t e d  to  i n fo r m a t io n  tha t  d e a l t  w i th  new
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s o u r c e s  of ra w  m a t e r i a l s .  ^  Due to  the c u r r e n t  s ta te  of th is  in d u s ­
t r y ,  i t  i s  no t s u r p r i s in g  to h av e  th is  inpu t added . In c o m m e n tin g  
on th is  p a r t i c u la r  point, e x ecu tiv e  E sa id  th a t  the i n d u s t r y  h as  
r e a l l y  changed . He w as r e f e r r i n g  b a s ic a l ly  to  the s c a r c i t y  of raw  
m a t e r i a l s .  A few y e a r s  ago, th ey  did  no t w o r r y  abou t w h e re  the 
raw  m a t e r i a l s  w e re  com ing  f r o m  in  the n o r m a l  p ro d u c t io n  of th e i r  
p ro d u c ts  o r  w h e re  new m a n u fa c tu r in g  p r o c e s s e s  w e re  b e in g  co n ­
s id e r e d .  Today, t h e r e  a r e  p ro d u c t io n  f a c i l i t i e s  ru n n in g  u n d e r  
c a p a c i ty  (o r  in  the e x t r e m e  c a s e ,  be ing  shut down) b e c a u s e  of raw  
m a t e r i a l  s h o r t a g e s .  It s e e m s  obvious, then , e s p e c ia l ly  in  the 
c u r r e n t  s i tu a t io n ,  th a t  a co m p an y  could e a s i ly  a c h ie v e  a  d i f f e r e n t ia l  
o r  c o m p e t i t iv e  ad v an tag e  via  new raw  m a t e r i a l  s o u r c e s .
T h re e  of the  e x e c u t iv e s  s e le c te d  in fo rm a t io n  c o n c e rn in g  the
e f f ic ie n c y  of p ro d u c t io n  f a c i l i t i e s  a s  an in te r n a l  inpu t to the  d if-
12f e r e n t i a l  ad v an tag e  d e c is io n .  O nce ag a in ,  the  p a r t i c u l a r  in d u s t r y  
in  w hich  th e se  people  co m p ete  o f fe r s  the  b a s ic  r a t io n a le  fo r  th is
H G e o r g e  A. S te in e r ,  Top M an ag em en t P la n n in g  (London: 
C o l l i e r - M a c m i l l a n  L im ite d ,  1969), pp. 253-56 . T h is  a u th o r  l i s t s  
" f ind ing  new s o u rc e s  of raw  m a t e r i a l s "  a s  one of h is  s t r a t e g ic  
f a c to r s .  In a s tudy  conducted  by S te in e r  in  1968, h o w e v e r ,  
b u s in e s s m e n  did no t r a t e  th is  f a c to r  a s  being p a r t i c u la r l y  im p o r ta n t .  
A s tudy  conduc ted  a t  the p r e s e n t  t im e  m ig h t  p ro v id e  qu ite  d i f f e re n t  
r e s u l t s .
c h o se  p ro d u c tio n  innovation  a b i l i ty  a s  h is  f i r s t  cho ice  
but a l s o  r e f e r r e d  to  e f f ic ien cy  of p ro d u c t io n  f a c i l i t i e s  a s  being  
im p o r ta n t  in  the s h o r t  run .
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c h o ic e .  13 The c h e m ic a l  in d u s t r y  i s  one in  w hich  c o m p e ti t io n  is  
k een ,  m a r g in s  a r e  s m a l l ,  and be ing  a lo w - c o s t  p ro d u c e r  i s  e x t r e m e ly  
im p o r ta n t .  The r e la t iv e  e f f ic ie n c y  (o r  in e ff ic ien cy )  of p ro d u c t io n  
f a c i l i t i e s  i s  so m e th in g  th a t  m u s t  be m o n i to re d  c o n s ta n tly  and th en  
a l t e r e d ,  i f  n e c e s s a r y ,  if  a  com pany  is  to  r e m a in  c o m p e t i t iv e .  In 
a d d it io n , b e ing  a lo w -c o s t  p ro d u c e r  o f fe r s  a  m e a n s  to  a c h ie v e  a 
d i f f e r e n t ia l  ad v a n ta g e .  ^
The r e m a in in g  two e x e c u t iv e s  s e le c te d  in fo rm a t io n  c o n c e r n ­
ing  p ro d u c t  in n o v a tio n  a b i l i ty  and dep th  of m a n a g e r i a l  t a le n t  fo r  
i n t e r n a l  in p u ts  to  the d i f f e r e n t ia l  ad v an tag e  d e c is io n .  E x e c u tiv e  B 
fe l t  th a t  in  o r d e r  to c o m p e te  in  the long ru n  r e q u i r e d  so m e  new 
p ro d u c t  b r e a k th ro u g h s .  He r e la te d  an  e x a m p le  of one p a r t i c u la r  
p ro d u c t  m a n u fa c tu re d  by h is  d iv is io n  th a t  i s  q u ite  p ro f i ta b le  m a in ly  
due to the  fa c t  th a t ,  a s  y e t ,  no o th e r  f i r m  h a s  b een  ab le  to d u p lic a te  
i t .  The s e le c t io n  of m a n a g e r i a l  ta le n t  by e x e c u t iv e  E w as  not 
s u r p r i s i n g  s in c e  he  had  e x p l ic i t ly  s ta te d  e a r l i e r  th a t  m a n a g e r i a l  
t a l e n t  w as  the  m o s t  im p o r ta n t  f a c to r  of a l l .
^ A l th o u g h  A i s  a c tu a l ly  a  p ro d u c e r  of a lu m in u m  p ro d u c ts ,  
th e  i n d u s t r y  is s im i l a r  to  the  e x ten t  th a t  p ro d u c t io n  f a c i l i t i e s  r e q u i r e  
s u b s ta n t ia l  c a p i ta l  o u t lay  and the e f f ic ie n c y  of the f a c i l i t i e s  i s  
e x t r e m e ly  im p o r ta n t .
^ R o b e r t  L. K a tz ,  C a s e s  and C o n cep ts  in  C o r p o r a te  S t ra te g y  
(Englew ood C lif fs ,  N . J . :  P r e n t i c e - H a l l ,  I n c . ,  1970), p. 215. O w n­
e r s h i p  o r  c o n t ro l  of s c a r c e  raw  m a t e r i a l s  and e f f ic ie n t ,  lo w -c o s t  
f a c i l i t i e s  a r e  in a g r e e m e n t  w ith  those  p ro p o se d  by K atz  as  p o s s ib le  
w ays  to  a c h ie v e  a d i f f e r e n t ia l  o r  c o m p e ti t iv e  adv an tag e .
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G eo g rap h ic  C o n c e n tra t io n  D e c is io n
The l a s t  s t r a t e g ic  d e c is io n  found th r e e  of the e x e c u t iv e s  
ch o o s in g  m a r k e t  p o te n t ia l  of v a r io u s  g e o g rap h ic  a r e a s  as  an  e x te r n a l  
in fo rm a t io n  input. A gain , th is  v a r ia b le  g ives  som e in d ic a t io n  of the 
p o te n tia l  p r o f i ta b i l i ty  to the  f i r m .  To th e se  e x e c u t iv e s ,  the o v e r ­
r id in g  f a c to r  fo r  g e o g ra p h ic  e x p a n s io n  se e m e d  to be g ro w th  and 
p ro f i ta b i l i ty .  F o r  e x e c u t iv e  A, h o w e v e r ,  the o v e r r id in g  in f lu en ce  
in  e a c h  d e c is io n  w as  f i r s t  the a v a i la b i l i ty  of c a p i ta l  (which he c h o se  
fo r  h is  f i r s t  input) and second , p ro f i t .  T h is  m a jo r  focus on the 
a v a i la b i l i ty  of c a p i ta l  can  be e x p la in ed  v ia  c e r t a in  c h a r a c t e r i s t i c s  
of the  co m p an y  and the d iv is io n  of the co m p an y  fo r  w hich  ex ecu tiv e  
A w o rk s .  F i r s t  of a l l ,  the s iz e  of the  to ta l  co m p an y  (with to ta l  
s a le s  of a ro u n d  $700, 000, 000) is  o n e - th i r d  a s  l a r g e  as  the nex t 
l a r g e s t  co m p an y  in v e s t ig a te d .  Secondly , the d iv is io n  i t s e l f  (in 
t e r m s  of s a le s )  is  o n e -h a l f  a s  la rg e  as  the n ex t  l a r g e s t  d iv is io n  
in v e s t ig a te d .  F in a l ly ,  the d iv is io n  is  only  about e ig h t  y e a r s  old 
a s  c o m p a re d  to  the n ex t youn g es t  d iv is io n  be ing  tw elve  y e a r s  old. 
T h e se  c h a r a c t e r i s t i c s  coupled  w ith  (1) the in d ic a t io n  th a t  the com pany  
i s  f in a n c ia l ly  o r ie n te d ,  and (2) the c u r r e n t  s ta te  of the c a p i ta l  
m a r k e t s  a r e  an  in d ic a t io n  th a t  it m a y  be r e la t iv e ly  m o re  d if f icu lt  
fo r  A to get c a p i ta l  than  fo r  the  o th e r  d iv is io n s  in v e s t ig a te d .  *5
^ I n  r e la t io n  to  the g e o g ra p h ic  c o n c e n tra t io n  d e c is io n ,  B 
r e m a r k e d  th a t  t i e  a v a i la b i l i ty  of c a p i ta l  is  s e ld o m  the o v e r r id in g  
p r o b le m  fo r  h is  com pany .
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E x e c u t iv e  D 's  cho ice  of th e  lo c a t io n  of m a jo r  c o m p e t i to r s  
a s  an  in fo rm a t io n  inpu t to th is  d e c i s io n  is  c lo s e ly  r e l a t e d  to  a  co n ­
c e r n  o v e r  m a in ta in in g  a  d i f f e r e n t ia l  ad v an tag e .  H is  r a t io n a le  w as  
th a t  i f  a c o m p e t i to r  h a s  lo c a te d  and is  e s ta b l i s h e d  in  a n  a r e a ,  th e n  
he p ro b a b ly  h a s  a c o m p e ti t iv e  ad v an tag e  w h ich  m a y  be d if f ic u l t  to 
o v e rc o m e .
In  ch o o s in g  in t e r n a l  in p u ts  to  th is  d e c is io n ,  ex e c u tiv e  A w as  
c o n s is t e n t  w ith  h is  e x te r n a l  c h o ic e s  and a  focus  on f in a n c ia l  type 
c o n s id e ra t io n s .  In  th is  r e s p e c t ,  he fe l t  th a t  bo th  p ro je c t io n s  of 
c a p i ta l  e x p e n d i tu r e s  and in te r n a l  f in an c in g  c a p a b i l i t i e s  w e re  
im p o r ta n t  in p u ts  to  the  g eo g ra p h ic  c o n c e n t r a t io n  d e c is io n .  ^  Two 
of the  r e m a in in g  fo u r  e x e c u t iv e s  p la c e d  p r e s e n t  p la n t  lo c a t io n s  a t  
the  top of t h e i r  l i s t  of in fo r m a t io n  in p u ts ,  w hile  the  r e m a in in g  two 
c h o se  lo c a t io n  of r a w  m a t e r i a l  s o u r c e s .  Both th e s e  c h o ic e s  r e f l e c t  
a m a j o r  f a c to r  of the  c h e m ic a l  in d u s t r y  th a t  r e l a t e s  to  t r a n s p o r t a t io n  
c o s ts .  The r e l a t iv e ly  h ig h  p r ic e  of t r a n s p o r t in g  bo th  f in ish ed  
p ro d u c t  and r a w  m a t e r i a l  m a k e s  both  the  lo c a t io n  of p la n ts  (which 
in c lu d e s  a  c o n s id e ra t io n  of c u s to m e r  lo c a t io n s )  and ra w  m a t e r i a l s  
s ig n if ic a n t  c o n s id e ra t io n s  w hen c o n te m p la t in g  a g eo g ra p h ic  c o n c e n ­
t r a t i o n  d e c is io n .
l^ T h e s e  c h o ic e s  o f fe r  f u r th e r  in d ic a t io n  th a t  A w o rk s  u n d e r  
a m o r e  s e v e re  c a p i ta l  c o n s t r a in t  than  the o th e r  e x e c u t iv e s .
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The d i s c u s s io n  to  th is  po in t in d ic a te s  th a t  so m e  d e g r e e  of 
s i m i l a r i t y  e x i s t s  a c r o s s  f i r m  l in e s  w ith  r e s p e c t  to  in fo rm a t io n  
n e c e s s a r y  to  r e l a t e  the f i r m  to  i t s  e n v i ro n m e n t .  In  m a n y  c a s e s ,  
two o r  m o r e  e x e c u t iv e s  chose  the s a m e  in fo rm a t io n  in p u ts .  T h is  
f u r t h e r  in d ic a te s  th a t  th e r e  m a y  e x i s t  a  f in ite  s e t  of v i ta l  v a r i a b le s  
fo r  c e r t a in  c l a s s e s  of f i r m s  th a t  a r e  m o n i to re d  on a  r e l a t iv e ly  c o n ­
s i s t e n t  b a s i s .  It m a y  be th a t  s t r a t e g i c  d e c i s io n s  d e p ic te d  in  fu n c­
t io n a l  r e la t io n s h ip  f o r m  (as  in  T ab le  III-  1) c a n  be id e n t i f ie d  fo r  
c e r t a i n  c l a s s e s  of f i r m s .
The p a r t i c u l a r  in fo rm a t io n  in p u ts  c h o se n  by  e a c h  ex e c u tiv e  
(a long  w ith  c e r t a i n  c o m m e n ts  o f fe re d  by e a c h  e x e c u t iv e )  in  so m e  
c a s e s  o f fe re d  in s ig h t  in to  f a c t o r s  r e la t in g  to  the  f i r m  i t s e l f  and how 
i t  w a s  run . F o r  in s ta n c e ,  the f a c t  th a t  A ch o se  f in a n c ia l ly  o r ie n te d  
in fo rm a t io n  in p u ts  w h e n e v e r  p o s s ib le  m a y  be an  in d ic a t io n  th a t  (a) 
f i r m  A i s  r e l a t iv e ly  m o re  c o n s t r a in e d  w ith  r e s p e c t  to the  a v a i l ­
a b i l i ty  of f in a n c ia l  r e s o u r c e s ,  o r  (b) f i r m  A is  o p e ra te d  with a focus 
on f in a n c ia l  c o n s id e ra t io n s ,  o r  (c) e x e c u t iv e  A is  f in a n c ia l ly  o r ie n te d  
to w a rd  the t a s k  of m ak in g  s t r a t e g ic  d e c i s io n s ,  o r  (d) so m e  c o m b in a ­
t io n  of the above f a c to r s .  On the o th e r  hand , c e r t a in  c o m m e n ts  and 
in fo rm a t io n  c h o ic e s  by B te n d  to in d ic a te  th a t  a v a i la b i l i ty  of 
f in a n c ia l  r e s o u r c e s  is  r e l a t iv e ly  l e s s  of a  c o n s t r a in t  in  co m p an y  B.
A c o n sc io u s  e f fo r t  to  m o n i to r  c o m p e t i to r s  w as  a l s o  an  a r e a  
in  w hich  a l l  e x e c u t iv e s  show ed a  m a jo r  c o n c e rn .  T h is  finding  w as
202
e x p r e s s e d  in  th e  cho ice  of som e in fo rm a t io n  in p u ts  (e. g. , m a jo r  
s t r e n g th s  and w e a k n e s s e s  of c o m p e t i to r s  and lo c a t io n  of m a jo r  
c o m p e t i to r s ) ,  but m o re  so in  the  d o c u m e n ts  th a t  w e re  ex a m in e d  in  
a l l  f ive  of the  c o m p a n ie s .  The th o ro u g h  a n a ly s is  of c o m p e t i to r s  
m a y  be ty p ic a l  of the  in d u s t r y  o r ,  a t  l e a s t ,  l a r g e  d iv is io n a l iz e d  
f i r m s  in  the  c h e m ic a l  in d u s t ry .  The fa c t  th a t  co m p an y  A a c tu a l ly  
b e lo n g s  to  the m e ta l  in d u s t r y  m a y  be  a n  in d ic a t io n  of the p r a c t i c e s  
of l a r g e  d iv is io n a l iz e d  f i r m s  in  d i f f e r e n t  i n d u s t r i a l  a r e a s .
F in a l ly ,  c e r t a in  r e s p o n s e s  and c o m m e n ts  by  e x e c u t iv e s  
y ie ld e d  in s ig h t  in to  the e f fe c t  th a t  the  r e c e n t  c ru d e  oil s h o r ta g e  h a s  
had on the c h e m ic a l  in d u s try .  The c ru d e  o il s i tu a t io n  (m o re  th a n  
an y th in g  e ls e )  h a s  b ro u g h t  the  in d u s t r y  to a po in t w h e re  s o u r c e s  of 
ra w  m a t e r i a l  h av e  b eco m e  an  e v e n  m o r e  im p o r ta n t  f a c to r .  T h is  
w a s  e v id e n c e d  in  the  cho ice  of in fo rm a t io n  in p u ts  and the  focus  of 
the  e x e c u t iv e s  on c o n t r a c t  n e g o t ia t io n s  fo r  ra w  m a t e r i a l  su p p lie s  a 
n u m b e r  of y e a r s  in to  the  fu tu re .  In  r e g a r d  to  th is  po in t,  a  c lo se  
r e la t io n s h ip  w as  a l s o  in d ic a te d  am o n g  the e x e c u t iv e s  of the  c h e m ic a l  
c o m p a n ie s  in v e s t ig a te d .
C h a r a c t e r i s t i c s  of S t ra te g ic  In fo rm a t io n
How s t r a t e g i c  in fo rm a t io n  i s  r e c e iv e d ,  the s o u r c e s  of th a t  
in fo rm a t io n ,  how oft n i t  is  r e c e iv e d ,  and the  e x te n t  to w hich  
m a th e m a t ic a l  m o d e lin g  te c h n iq u e s  h ave  a s s i s t e d  in  the  s t r a t e g ic  
p r o c e s s ,  a r e  c h a r a c t e r i s t i c s  of s t r a t e g ic  in fo rm a t io n  th a t  c o n tr ib u te
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to  ex p la in in g  the  p r o c e s s  of f o rm u la t in g  s t r a t e g y .  The seco n d  p a r t  
of the  in te rv ie w  fo c u se d  on ob ta in ing  th e s e  c h a r a c t e r i s t i c s  of 
s t r a t e g i c  in fo rm a t io n  fo r  the  f i r s t  in fo rm a t io n  in p u t  c h o se n  (both 
e x te r n a l  and in te rn a l )  fo r  e a c h  s t r a t e g i c  d e c is io n .  ^  T h e se  c h a r a c ­
t e r i s t i c s  r e l a t e  d i r e c t ly  to the f i r s t  in fo rm a t io n  in p u ts  d i s c u s s e d  
p r e v io u s ly  and l i s t e d  in  T ab le  V I - 1.
T ab le  V I-2  l i s t s  the m a n n e r  in  w hich  e a c h  e x e c u t iv e  r e c e iv e d  
the  s t r a t e g ic  in fo r m a t io n  input (both e x te r n a l  and in te rn a l )  th a t  he 
ch o se  fo r  e a c h  of the  five s t r a t e g i c  d e c i s io n s .  A n a n a ly s is  of the  
d a ta  r e v e a l s  the fa c t  th a t  fo r  e a c h  f i r m ,  o v e r  h a l f  of the  in fo rm a t io n  
r e c e iv e d  w as  v ia  so m e  f o r m  of r e p o r t .  The r e m a in d e r  of the  i n ­
fo rm a t io n  w as  r e c e iv e d  v ia  p r in te d  m a t e r i a l s  ( n e w s p a p e r s ,  j o u r n a l s ,  
e tc .  ), v e rb a l ly ,  f o r m a l  m e e t in g s  (w hich in c lu d e s  p r e s e n ta t io n s ) ,  o r  
i t  w as  in fo rm a t io n  known to  the e x e c u t iv e .  On an  in d iv id u a l  f i r m  
b a s i s ,  t h e r e  w as  no t a  s ig n if ic a n t  d i f f e re n c e  in  the o c c u r r e n c e  of 
r e p o r t in g  a s  a  f o rm  of r e c e iv in g  s t r a t e g ic  in fo rm a t io n .
T ab le  V I - 3 l i s t s  the p a r t i c u la r  s o u r c e s  of th e  in fo rm a t io n  
t r a n s m i t t e d  to  the  e x e c u t iv e s .  The s o u rc e s  in c lu d e  a  c a te g o ry  
r e f e r r e d  to a s  " s e l f - r e t r i e v e d .  " T h is  m e a n s  th a t  the  ex e c u tiv e  did 
no t h av e  to  c o m m u n ic a te  w ith  o th e r  peop le  in  o r d e r  to o b ta in  the  
in fo rm a t io n .  T h is  c a te g o ry  c o in c id e s  w ith  in fo rm a t io n  ob ta ined
17 The q u e s t io n  on m a th e m a t ic a l  m o d e l in g  w as  a g e n e ra l  
q u e s t io n  th a t  ap p lied  to  a l l  s t r a t e g ic  in fo rm a t io n .
TA B LE VI-2
HOW STR A TEG IC INFORM ATION IS RE C E IV E D
S tra te g ic
D ec is io n
E x e cu tiv e
A B C D E
#1
E x te rn a l
In te rn a l
N e w sp a p e rs ,  
jo u rn a ls ,  e tc .
R e p o r t R e p o r t P r e s e n ta t io n s  
and  R e p o r ts
V e rb a l ly  and 
R e p o r ts
R e p o r t R e p o r t R e p o r t M e e tin g s M eetings
#2
E x te rn a l
In te rn a l
G o v ern m en t 
D ocum ents  o r  
R e p o r ts
R e p o r t R e p o r t V e rb a l ly V e rb a l ly  and 
R e p o r ts
V e rb a l ly Known and 
R e p o r t
R e p o r t V e rb a l ly Known
#3
E x te r n a l
In te rn a l
V e rb a l ly  and 
R e p o r ts
R e p o r t R e p o r t R e p o r t V e rb a l ly  and 
R e p o r ts
R e p o r t Known R e p o r t Known R e p o r t
#4
E x te r n a l  
Inte rn a l
V e rb a l ly R e p o r t R e p o r t R e p o r t  
o r  M eeting
V e rb a l ly
R e p o r t V e rb a l ly R e p o r t  o r  
V e rb a l ly
R e p o r t V e rb a l ly  and 
R e p o r ts
#5
E x te rn a l
In te rn a l
N e w s p a p e r s , 
j o u rn a ls ,  e tc .
R e p o r ts R e p o r t R e p o r t R e p o r t
R e p o r t R e p o r t Known R e p o r t R e p o r t
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T A B LE V I-3
SOURCES O F  STR A TEG IC INFORM ATION
S tra te g ic
D ec is io n
E x e cu tiv e
A B C D E
#1
E xte  rn a l  
Inte rn a l
S e l f -R e tr ie v e d C E O 's  Office P ro d u c t
M a n a g e rs
C o rp o ra te  P l a n ­
n ing  G roup
P lann ing  G roup
E x e cu tiv e
C o m m ittee
C E O 's  Office C o n t ro l le r O th e r  C o rp o ra te  
E x e c u t iv e s
O th er
E x e c u t iv e s
#2
E x te r n a l  
Inte rn a l
Self, S taff, 
C o n su ltan ts
M a rk e tin g
G roup
P ro d u c t  and 
M a rk e  ting 
M a n a g e rs
P ro d u c t  
M a n a g e rs  and 
C u s to m e rs
In d u s t ry  C on­
ta c ts  and P l a n ­
ning G roup
O th e r
E x e c u tiv e s
S e l f - R e t r ie v e d 3 P ro d u c t
M a n a g e rs
P ro d u c t
M a n a g e rs
S e l f -R e tr ie v e d
#3
E x te rn a l  
Inte rn a l
In d u s t ry  o r  
S taff
M a rk e t in g  and 
T e c h n ic a l  
P r o c e s s  G roup
P ro d u c t  and
M a rk e t in g
M a n a g e rs
C o rp o ra te  
P lan n in g  G roup
In d u s t ry  C on­
ta c ts  and P l a n ­
ning G roup
M a rk e t
R e s e a r c h  G roup
S e l f -R e tr ie v e d P ro d u c t
M a n a g e rs
S e l f -R e tr ie v e d P lann ing  G roup
#4
Exte  rn a l  
In te rn a l
In d u s t ry
C o n tac ts
M a rk e t in g  and 
T e c h n ic a l  
P r o c e s s  G roup
P ro d u c t
M a n a g e rs
G e n e ra l
M a n a g e rs
In d u s t ry  C on­
ta c t s  and O th e r  
E x e c u t iv e s
S p e c ia l  Study 
G roup
R e s e a r c h  and 
M a rk e t in g
P ro d u c t io n
P e r s o n n e l
C o n su lta n ts  and
C om pany
P e r s o n n e l
Self  and Staff
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TA B LE V I - 3 - -C o n tin u e d
S tra te g ic
D ec is io n
E x e cu tiv e
A B C D E
#5
E x te  rn a l  
In te rn a l
S e l f -R e tr ie v e d M a rk e tin g
G roup
P ro d u c t
M a n a g e rs
C o rp o ra te  P l a n ­
n ing  G roup
P lann ing  G roup 
and M a rk e t in g
E x ecu tiv e
C o m m ittee
C E O 's  Office S e l f -R e tr ie v e d P u rc h a s in g  
D e p a r tm e n t  and 
P ro d u c t  
M a n a g e rs
T e c h n ic a l
M a n a g e rs
a T his  in fo rm a tio n  m a y , a t  t im e s ,  be r e c e iv e d  v e rb a l ly  and by r e p o r t  an n u a lly .
207
f r o m  p r in te d  m a t e r i a l s  (n e w sp a p e r s ,  jo u r n a ls ,  g o v e rn m e n t  d o c u ­
m e n ts )  o r  in fo rm a t io n  th a t  w as  known by the  e x e c u t iv e s  due to  th e i r  
f a m i l i a r i t y  and e x p e r ie n c e  w ith  the c o m p an y  (see  T ab le  V I-2). The 
r e m a in in g  c a te g o r ie s  a r e  s e l f - e x p la n a to ry  and in c lu d e  s o u r c e s  su ch  
a s  s ta f f  p eop le ,  o u ts id e  c o n s u l ta n ts ,  top  le v e l  o f f ic ia ls  (ex ecu tiv e  
c o m m it te e  and th e  o ffice  of the C E O - -C h ie f  E x e c u t iv e  O ff ic e r ) ,  
peop le  in s id e  the co m pany  ( s p e c ia l  g ro u p s  a s s e m b le d  s p e c i f ic a l ly  
fo r  a n  in fo rm a t io n  g a th e r in g  ta sk ,  p lan n in g  g ro u p s ,  m a r k e t  
r e s e a r c h  g ro u p s ,  m a rk e t in g  and te c h n ic a l  g ro u p s ,  v a r io u s  m a n a g e r s ,  
e t c . ) ,  and people  o u ts id e  the  co m p an y  ( c u s to m e r s  and in d u s t r y  c o n ­
t a c t s ) .
An a n a ly s is  of the d a ta  in  T a b le  V I -3 in d ic a te s  th a t  the 
s o u r c e s  of the  r e p o r t s  w e re  peo p le  o r  g ro u p s  of peo p le  e x p l ic i t ly  
g iven  the t a s k  of r e t r i e v in g  the in fo rm a t io n .  C o n se q u e n t ly ,  i t  can  
be  sa id  th a t  the  r e p o r t s  and the people  p r e p a r in g  the r e p o r t s  w e re  
a n  i n h e r e n t  p a r t  of the  s t r a t e g y  fo rm u la t io n  p r o c e s s  in  th e s e  f i r m s .
Table  VI-4 l i s t s  the f re q u e n c y  w ith  w h ich  s t r a t e g i c  i n f o r m a ­
tion  w as  r e c e iv e d .  The c a te g o ry  la b e le d  " a s  r e q u i r e d "  r e f e r s  to  
in fo rm a t io n  th a t  i s  ob ta in ed  only  w h en  r e q u e s te d .  The c a te g o ry  
la b e le d  "co n tin u o u sly "  r e f e r s  to  in fo rm a t io n  th a t  the e x e c u t iv e s  
r e c e iv e d  qu ite  often , bu t no t on a  p r e d e te r m in e d  b a s i s .  The "no t 
a p p l ic a b le "  c a te g o ry  c o in c id e s  w ith  in fo rm a t io n  th a t  w as  s e l f ­
r e t r i e v e d  o r  known to the e x e c u t iv e s .  The r e m a in in g  c a te g o r i e s
TA BLE V I-4
HOW O F T E N  STRA TEG IC INFORM ATION IS R E C E IV E D
S tra te g ic
D ecis ion
E x e cu tiv e
A B C D E
#1
E xte  rn a l  
I n te rn a l
D aily A nnually3 M onthly A nnually C ontinuously
In fre q u e n tly 3 A nnually M onthly A nnually C ontinuously
#2
E xte  rn a l  
In te  rn a l
M onthly A nnually Tw ice a Y ear N. A . c As R e q u ire d
A s R e q u ire d A nnuallye Tw ice a Y ea r A nnually N .A . b
#3
E x te  rn a l  
I n te rn a l
M onthly A nnually Tw ice a Y ear A nnually C ontinuously
Q u a r te r ly N .A .b Tw ice a Y ea r N .A .b C ontinuously
#4
E x te  rn a l  
In te  rn a l
Continuously A nnually Tw ice a  Y e a r As R e q u ire d As R e q u ire d
As R e q u ire d Q u a r te r ly Monthly*1 A s R e q u ire d As R eq u ired
#5
Exte  rn a l  
I n te rn a l
Q u a r te r ly A nnually A nnually As R e q u ire d As R e q u ire d
Continuously A nnually N .A .  D As R e q u ire d As R e q u ire d
a T his  is a r e la t iv e ly  co n s ta n t  f ig u re .  
bThis  in fo rm a tio n  is  known to the e x e c u t iv e s .
c T his  in fo rm a tio n  is  r e c e iv e d  only  be fo re  o r  a t  the t im e  of in tro d u c t io n  of a new p ro d u c t .
^T he  a r e a  tha t  th is  in fo rm a tio n  r e l a t e s  r e c e iv e s  c o n s ta n t  a t te n t io n .
e T h is  in fo rm a tio n  is g e n e ra l ly  known to the e x e c u t iv e ,  he r e c e iv e s  in fo rm a t io n  on it co n s ta n tly ,  
and a ls o  r e c e iv e s  a c o m p re h e n s iv e  r e p o r t  ann u a lly .
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a r e  s e l f - e x p la n a to ry  and r e f e r  to in fo rm a t io n  th a t  w as  r e c e iv e d  on 
a  p r e d e t e r m in e d  b a s i s  ( i . e . ,  m o n th ly ,  q u a r t e r ly ,  tw ice  a  y e a r ,  
e t c . ). A n a n a ly s is  of the  d a ta  in  T ab le  V I-4 in d ic a te s  th a t  a  l a r g e  
p o r t io n  (o v e r  half)  of the  r e p o r t s  l i s te d  in  T a b le  V I-2 w e r e  r e c e iv e d  
on a  p r e d e t e r m in e d  b a s i s .
T a b le  V I -5 s u m m a r i z e s  the  f re q u e n c y  of o c c u r r e n c e  of 
c e r t a i n  p h en o m en a  l i s t e d  in  T a b le s  V I-2, -3 ,  and  -4 .  T h e se  p h e n o m ­
en a  in c lu d e  the  am o u n t of t im e s  in fo rm a t io n  w as  r e c e iv e d  b y  r e p o r t s ,  
the  r e p o r t s  th a t  w e re  r e c e iv e d  on a  p r e d e t e r m in e d  b a s i s ,  how o f te n  
the e x e c u t iv e  ob ta ined  the  in fo rm a t io n  h im s e l f ,  the  am o u n t of t im e s  
s p e c ia l  g ro u p s  s e c u re d  th e  in fo rm a t io n ,  the  n u m b e r  of d i f f e r e n t  
p eo p le  in v o lv ed  in  the flow of s t r a t e g ic  in fo rm a t io n ,  and the am o u n t 
of in fo r m a t io n  r e c e iv e d  on a  p r e d e t e r m in e d  b a s i s .
The f in d in g s  th a t  (1) o v e r  tw o - th i r d s  (3 5 /5 0 )  of th e  i n f o r m a ­
t io n  w as  r e c e iv e d  v ia  r e p o r t s ,  (2) the  s o u r c e s  of the  r e p o r t s  w e re
1 ftpeop le  s p e c i f i c a l ly  a s s ig n e d  to  th e  t a s k ,  and  (3) o v e r  h a l f  (21 /35 )  
of the  r e p o r t s  w e re  r e c e iv e d  on a  p r e d e t e r m in e d  o r  defined  b a s i s  
o f fe r  so m e  d i f f e r e n t  in s ig h ts  in to  the p r o c e s s  o f fo rm u la t in g  s t r a t e g y .  
The d e s c r ip t io n s  of s t r a t e g y  in  the  l i t e r a t u r e  h av e  led  so m e  peo p le  
to  co n c lu d e  th a t  i t  i s  a  c o m p le x  and n eb u lo u s  co n c e p t ,  i r r e g u l a r  and
18 The fa c t  th a t  r e p o r t s  w e re  p r e s e n te d  b y  p eo p le  s p e c i f i c a l ly  
a s s ig n e d  the  t a s k  i s  o b v ious .  H o w ev er ,  the  find ing  th a t  sp e c if ic  
g ro u p s  of peo p le  w e re  a s s ig n e d  the  t a s k  of s e c u r in g  s t r a t e g i c  
in fo r m a t io n  and d e l iv e r in g  i t  in  r e p o r t  f o r m  is  so m e w h a t  s u r p r i s in g .
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TA BLE V I - 5
SUMMARY DATA
E x e c u tiv e
A B C D E
In fo rm a t io n  
R e c e iv e d  by R e p o r ts 6 7 9 6 7
R e p o r ts  R e c e iv e d  
on a P r e d e t e r m in e d  
B a s is 3 7 9 2 0
In fo rm a t io n  S e c u re d  
by the E x e c u tiv e  
P e r s o n a l ly 6 2 1 1 7
In fo rm a t io n  S e c u re d  
by S p e c ia l  G roups 3 5 9 6 4
N u m b e r  of D if fe re n t  
P e o p le  o r  G roups 
of P eo p le  Involved 6 4 4 6 5
I n fo rm a t io n  R ece iv ed  
on a P r e d e t e r m in e d  
B a s is 4 8 9 4 0
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u n s t r u c tu r e d  in  n a tu re ,  w ith  l i t t le  o p p o r tu n ity  to app ly  f o rm u la s  o r  
m o d e ls  to a s s u r e  th a t  a c o r r e c t  s t r a t e g y  h a s  b een  c h o se n .  The 
p re v io u s ly  s ta te d  f ind ings  o f fe r  r e a s o n  to b e l ie v e  th a t  u n d e r  d i f ­
f e re n t  c i r c u m s ta n c e s  the p r o c e s s  of fo rm u la t in g  s t r a t e g y  m ay , a t  
c e r t a in  t im e s ,  be so m e th in g  o th e r  than  h a s  b e e n  p re v io u s ly  p ro p o se d .  
T h e se  c i r c u m s ta n c e s  s e e m  to a l t e r  the a p p a re n t  c o m p le x i ty  of the 
fo rm u la t io n  p r o c e s s .
C h a r a c t e r i s t i c s  of S t ra te g ic  In fo rm a t io n  
ip  R e la t io n  to S tages  of S t ra te g y  D ev e lo p m en t 
and Mode s of Scanning
The re la t iv e  c o m p le x i ty  of the fo rm u la t io n  p r o c e s s  can  be 
e x p la in e d 'b y  a f i r m 's  c u r r e n t  s ta te  of s t r a t e g y  d e v e lo p m e n t.  I t  is 
p ro p o se d  th a t  f i r m s  m a y  e x i s t  in d i s t in c t  s ta g e s .  A f i r m  (o r  d iv is io n  
of a l a r g e  f i rm )  m ay  be r e la t iv e ly  new (o r  p o ss ib ly  s t i l l  an  id e a  in  
the m in d s  of people), in w hich c a s e  a s t r a t e g ic  p o s tu r e  h a s  not yet 
been  a c h ie v e d .  This  "new s t r a t e g ic  en t i ty "  i s  s t i l l  in  the p r o c e s s  of 
d ef in ing  w hat b u s in e s s  the f i r m  is  to be in and, co n seq u en tly ,  the 
fo rm u la t io n  p r o c e s s  is  c h a r a c t e r iz e d  by a c e r t a in  d e g re e  of i r r e g u ­
l a r i t y ,  la ck  of s t r u c tu r e ,  and am b ig u ity .  S im i la r  c h a r a c t e r i s t i c s  
e x i s t  fo r  a f i r m  th a t  is  a t te m p tin g  to change i ts  p r e s e n t  s t r a t e g ic  
p o s tu r e ,  i . e . ,  a "chang ing  s t r a te g ic  e n t i t y . "
19See, o r  ex a m p le ,  R o b e r t  N. A nthony, Jo h n  D e a rd e n ,  
and R ic h a rd  F. Vancil, M an ag em en t C o n tro l  S y s te m s  (Homewood, 
I l l in o is :  R ic h a rd  D. I rw in , Inc. , 1972), p. 9; and S te in e r ,  Top 
M an a g e m e n t P la n n in g , p. 249.
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A quite  d i f f e r e n t  s i tu a t io n  e x i s t s ,  h o w e v e r ,  fo r  a f i r m  th a t  
h a s  ach iev ed  i t s  s t r a t e g ic  p o s tu r e  and  i s  a t te m p tin g  to  m a in ta in  i t .
T h is  i s  a " s ta b le  s t r a t e g ic  e n ti ty "  w h e re  the t a s k  is  one of m a in ta in ­
in g , a s  opposed  to  ach iev in g ,  a d e s i r e d  s t r a te g y ,  i.  e . , keep ing  the 
f i r m  on i t s  p r e s e n t  c o u r s e .  In th is  c a s e  s t r a t e g y  c a n  be d e s c r ib e d  
a s  b e ing  g e n e ra l ly  m o re  s t r u c tu r e d  and l e s s  am b ig u o u s .  T h is  is  
p a r t i a l l y  due to the fa c t  th a t  th is  type  of f i r m  h a s  n a r ro w e d  i t s  scope 
of s e a r c h  fo r  o p p o r tu n i t ie s  to the p a r t i c u la r  b u s in e s s  i t  h a s  p r e v i ­
o u s ly  c h o se n  to  be in . Tha t i s ,  a s ta b le  s t r a t e g i c  e n t i ty  h a s  i ts  
d i r e c t io n  s e t  w hile  changing  and new s t r a te g ic  e n t i t ie s  a r e  s t i l l  in  
the  p r o c e s s  of ach iev in g  th a t  d i r e c t io n .
With the c o n cep t  of s t r a t e g y  d e v e lo p m e n t  ju s t  p ro p o se d ,  it 
i s  now p o s s ib le  to e x p la in  w hat a p p e a r s  to  be a c o n tra d ic t io n  be tw een  
e x is t in g  l i t e r a t u r e  and w hat the r e s e a r c h  f indings so f a r  s e e m  to  
in d ic a te  ab o u t s t r a t e g y  f o r m u l a t i o n . ^  The d iv is io n s  in v e s t ig a te d  
be long  to f i r m s  th a t  a r e  w e l l - e s ta b l i s h e d  in  t h e i r  p a r t i c u la r  l in e s  of 
b u s in e s s .  C o n seq u en tly ,  the p a r t i c u la r  d iv is io n s  th a t  w e re
^ T h i s  d i f f e re n c e  m a y  be due , in  p a r t ,  to  the  p a r t i c u la r  f i r m s  
c h o s e n  fo r  th is  r e s e a r c h .  It should  be no ted , h o w e v e r ,  th a t  the c o n ­
c lu s io n s  r e a c h e d  by p re v io u s  a u th o r s  have not b e e n  b a se d  on e x te n s iv e  
e m p i r i c a l  in v e s t ig a t io n .  M o re o v e r ,  i t  is  o f fe red  th a t  th e i r  s t a t e ­
m e n ts  c o n c e rn in g  the c o m p le x ity  of s t r a t e g y  fo rm u la t io n  m a y  app ly  
to f i r m s  l e s s  s o p h is t ic a te d  in  t h e i r  s tra teg ic  p lanning  p r a c t i c e s .  The 
po in t to  be m ad e  h e r e  i s  th a t  b e fo re  g e n e ra l iz a t io n s  a r e  m ad e  c o n ­
c e rn in g  the c o m p le x i ty  of s t r a t e g y  fo rm u la t io n ,  a v a r ia b le  r e la te d  
to  the  s tag e  of s t r a t e g y  d ev e lo p m e n t  m u s t  be c o n s id e re d .
^ * F o u r  out of the  five c o m p a n ie s  a r e  d iv e r s i f ie d  in to  m o re  
th an  one in d u s t ry .
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in v e s t ig a te d  w e re ,  fo r  the  m o s t  p a r t ,  a lso  w e l l - e s ta b l i s h e d .  T h is  
b a s ic  f a c to r  s e e m s  to  in d ic a te  th a t  none of the f i r m s  c a n  be c l a s s i ­
f ied  a s  "new  s t r a t e g ic  e n t i t i e s .  " T h is  c a te g o ry ,  in  tu rn ,  h e lp s  to 
e x p la in  the f ind ings  th a t  in  g e n e r a l  the flow of s t r a t e g ic  in fo rm a t io n  
and th u s  a  m a jo r  p a r t  of the p r o c e s s  of fo rm u la t in g  s t r a t e g y  w as  
found to be m o re  s t r u c tu r e d  than  e x p ec ted .
F u r th e r  ev id en ce  fo r  the e x is te n c e  of d i s t in c t  p h a s e s  of 
s t r a t e g y  d e v e lo p m e n t  is  o f fe red  w hen the d a ta  in  T a b le s  V I-2, -3 ,  
and -4  a r e  e x am in ed  on an in d iv id u a l  f i r m  b a s is .  On an in d iv id u a l  
b a s i s ,  f i r m s  A and E a r e  found to be so m ew h a t  d i f f e r e n t  than  the 
o th e r s .  F i r s t  of a l l ,  one d if fe r in g  e le m e n t  b e tw een  E  and the o th e r  
f i r m s  w as  the  f re q u e n c y  w ith  w hich  E r e c e iv e d  r e p o r t s .  A ll of the  
r e p o r t s  w e re  r e c e iv e d  on a con tinuous  o r  a s  r e q u i r e d  b a s i s ,  a s  
opposed  to  b e in g  r e c e iv e d  on defined  in te r v a l s  ( r e f e r  to T ab le  VI-4). 
S econdly , T ab le  V I -5 show s th a t  e x e c u t iv e s  E and A had  the  h ig h e s t  
o c c u r r e n c e  of o b ta in in g  th e i r  own in fo r m a t io n - - th e  f o r m e r  with 
s ev en  and the l a t t e r  with s ix . ^2 T h is  is  in  c o n t r a s t  to the o th e r  
t h r e e  e x e c u t iv e s  r e p o r t in g  on o b ta in ing  th e i r  own in fo rm a t io n  f a r  
l e s s  f re q u e n t ly  (B r e p o r te d  ob ta in ing  in fo rm a t io n  p e r s o n a l ly  tw ice ,  
and C and  D only once).
^ I n  so m e  in s ta n c e s ,  the  sam e  in fo rm a t io n  a ls o  could have 
b een  r e c e iv e d  by r e p o r t .
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T h e se  a p p a r e n t  d i f f e r e n c e s  s e e m  to  in d ic a te  th a t  both  
e x e c u t iv e s  A and  E  s e c u re  m o re  in fo rm a t io n  on a  f i r s t - h a n d  b a s is  
th an  the  o th e r  e x e c u t iv e s  ( se e  T a b le  VI-5). A s a  m a t t e r  of fa c t ,  
e x e c u t iv e s  A and E  w e r e  the  only  ones  to  c i te  in d u s t r y  c o n ta c ts  
(tw ice  fo r  A and th r e e  t im e s  fo r  E) a s  a s o u rc e  of s t r a t e g ic  i n f o r ­
m a tio n .  F u r th e r m o r e ,  the f re q u e n c y  w ith  w hich  E r e c e iv e s  r e p o r t s  
in d ic a te s  th a t  th i s  ex e c u tiv e  is  in  c lo s e r  co n tin u o u s  c o n ta c t  w ith  the 
s t r a t e g i c  in fo rm a t io n  he r e c e iv e s .  T h is  i s  e v id e n c e d  by the fac t  
th a t  he  r e c e iv e s  a  m a jo r  p a r t  of h i s  s t r a t e g ic  in fo rm a t io n  e i th e r  
c o n t in u o u s ly  o r  w h e n e v e r  he  n e e d s  it .  T h e se  f a c to r s  in d ic a te  a 
m o re  f re q u e n t  and c o n sc io u s  a t t e m p t  a t  m o n i to r in g  s t r a t e g ic  i n f o r ­
m a t io n  th a n  w as  found in  the o th e r  f i r m s .
A n u m b e r  of p o in ts  r e v e a le d  by the e x e c u t iv e s  d u r in g  the 
in te rv ie w s  s e rv e  to e x p la in  th e se  d i f f e r e n c e s .  F i r s t  of a l l ,  both 
d iv is io n s  a r e  r e l a t iv e ly  young w hen  c o m p a re d  to  the  o th e r s .
D iv is io n  A is  a p p ro x im a te ly  e ig h t  y e a r s  old and d iv is io n  E ,  a p p ro x i ­
m a te ly  tw e lv e .  D iv is io n  A a t  th is  t im e  h a s  b e e n  m ak in g  a  " c o n sc io u s  
e f fo r t  to  in t e g ra te  b a c k w a rd "  to w a rd  i t s  r a w  m a t e r i a l  s o u r c e s .  
D iv is io n  E i s  r e l a t iv e ly  new a t  b e ing  a " s t r a t e g y  c o n s c io u s  f i r m "
(a p p ro x im a te ly  two y e a r s ) .  In ad d it io n ,  e x e c u t iv e  E no ted  th a t  the
2 3
d iv is io n  i s  " d iv e s t i tu r e  o r ie n te d "  a t  th is  t im e .
^ E x e c u t i v e  E  no ted  th a t  the r e a s o n  fo r  b e ing  d iv e s t i tu r e  
o r ie n te d  w a s  to  " g e t  r id  of in d ig e s t io n "  c a u se d  by m a n u fa c tu r in g  
u n i t s  no t in  line  w ith  the  s t r a t e g y  th ey  a r e  a t te m p t in g  to  ach ie v e .
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T h is  a d d i t io n a l  in fo rm a t io n  p r o v id e s  in s ig h t  in to  the  p a r t i c u ­
l a r  p h a se  of s t r a t e g y  d e v e lo p m e n t  th a t  th e se  d iv is io n s  a r e  in . The 
age of the  d iv is io n s ,  the  focus  of one f i r m  on v e r t i c a l  in t e g ra t io n  
and the o th e r  on d iv e s t i t u r e ,  and the  a d m i t ta n c e  th a t  d iv is io n  E i s  
r e l a t iv e ly  new a t  b e in g  s t r a t e g y  c o n s c io u s ,  a l l  p o in t  to th e s e  two 
d iv is io n s  b e in g  "ch an g in g  s t r a t e g i c  e n t i t i e s .  T hey  a r e  s t i l l  in 
the  p r o c e s s  of ach ie v in g  a s t r a t e g i c  p o s tu r e .  C o n seq u en tly ,  the 
e x e c u t iv e s  in  c h a rg e  a r e  in  a  s i tu a t io n  th a t  a p p e a r s  to  be so m e w h a t 
m o r e  d y n a m ic .  T h is ,  in  tu rn ,  r e q u i r e s  th a t  the e x e c u t iv e s  k e e p  a 
c l o s e r  s u rv e i l l a n c e  on both  in t e r n a l  and e x t e r n a l  s t r a t e g i c  i n f o r m a ­
t io n  to  h e lp  a s s u r e  th a t  the d e s i r e d  s t r a t e g y  is  b e in g  a c h ie v e d .  The 
e x e c u t iv e s  of the o th e r  d iv is io n s  r e c e iv e  r e p o r t s  on a m o r e  ro u tin e  
b a s i s  and do no t o b ta in  a s  m u ch  s t r a t e g i c  in fo rm a t io n  p e r s o n a l ly  
b e c a u s e  th ey  a r e  m o re  s ta b le  s t r a t e g ic  e n t i t i e s .  They a r e  in  a 
s i tu a t io n  th a t  c a n  be m o re  a c c u r a te ly  d e s c r ib e d  as  m o n i to r in g  the 
s t r a t e g y  of the p a r t i c u l a r  e n t i ty  and k eep ing  i t  on i ts  p r e s e n t  c o u r s e .
The d a ta  g a th e re d  on c h a r a c t e r i s t i c s  of s t r a t e g i c  in fo rm a t io n  
a l s o  a llow  one to  in f e r  c e r t a i n  th in g s  abou t the m ode  of scan n in g  
th a t  i s  m o s t  l ik e ly  to  be u se d  u n d e r  e a c h  p h ase  of s t r a t e g y
^ A n  im p o r ta n t  v a r ia b le  th a t  in f lu e n c e s  the s ta g e  of s t r a t e g y  
d e v e lo p m e n t  i s  the  e n v i ro n m e n t  w ith in  w h ich  the f i r m  o p e r a te s .
S ince  the  f i r m s  in v e s t ig a te d  o p e ra te  in  e s s e n t i a l ly  the s a m e  o r  
s im i l a r  e n v i ro n m e n ts ,  i t  c a n  be  a s s u m e d  th a t  in te rn a l  f a c to r s  a r e  
p r i m a r i l y  r e s p o n s ib le  fo r  th e s e  f i r m s  be ing  in d i f f e r e n t  s ta g e s .
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d e v e lo p m e n t .  One a u th o r  h a s  d e s c r ib e d  fo u r  m o d e s  of scann ing  
a s  (1) u n d i re c te d  v iew ing , (2) co n d it io n ed  v iew ing , (3) in fo r m a l  
s e a r c h ,  and (4) f o r m a l  s e a r c h .  ^
" U n d ire c te d  v iew in g "  i s  def in ed  a s  g e n e r a l  
e x p o s u re  to  in fo rm a t io n  w h e re  the  v ie w e r  h a s  
no sp e c i f ic  p u rp o se  in  m ind  w ith  the p o s s ib le  
e x c e p t io n  of e x p lo ra t io n .  . . .
"C ond itioned  v iew ing"  i s  def in ed  a s  d i r e c te d  
e x p o s u re ,  no t invo lv ing  a c t iv e  s e a r c h ,  to  a  m o re  
o r  l e s s  c l e a r l y  id en tif ied  a r e a  o r  type  of i n f o r ­
m a t io n .  . . .
" In fo rm a l  s e a r c h "  i s  def in ed  a s  a  r e la t iv e ly  
l im i te d  and  u n s t r u c tu r e d  e f fo r t  to  o b ta in  sp e c if ic  
in fo r m a t io n  o r  in fo rm a t io n  fo r  a  sp e c if ic  
p u rp o s e .  . . .
" F o r m a l  s e a r c h "  r e f e r s  to  a  d e l ib e r a te  
e f f o r t - - u s u a l l y  fo llow ing  a  p r e - e s t a b l i s h e d  p lan , 
p r o c e d u r e ,  o r  m e th o d o lo g y - - to  s e c u r e  sp ec if ic  
in fo r m a t io n  o r  in fo r m a t io n  r e la t in g  to  a sp e c if ic  
i s s u e .  . . . ^
E a r l i e r ,  i t  w as  p ro p o se d  th a t  f i r m s  m a y  e x i s t  in  th re e  
d i s t i n c t  p h a s e s  of s t r a t e g y  d e v e lo p m e n t .  T h e se  p h a s e s  w e re  r e f e r ­
r e d  to a s  "new  s t r a t e g i c  e n t i t i e s , "  " s ta b le  s t r a t e g ic  e n t i t i e s , "  and
^ O t h e r  a u th o r s  have  a p p lied  th e  t e r m  " s e a r c h "  to  a l l  ty p es  
of scan n in g  a c t iv i t i e s .  See, f o r  e x a m p le ,  J a m e s  G. M a rc h  and 
H e r b e r t  A. S im on , O rg a n iz a t io n s  (New York: Jo h n  W iley and Sons, 
1958), C h a p te r s  6 and 7; and  R ic h a rd  M. C y e r t  and J a m e s  G. 
M a rc h ,  A B e h a v io ra l  T h e o ry  of the F i r m  (Englew ood C lif fs ,  N . J . :  
P r e n t i c e - H a l l ,  Inc . , 1963), C h a p te r s  4 and 5.
^ F r a n c i s  J o se p h  A g u i la r ,  S canning  the  B u s in e s s  E n v i ro n ­
m e n t  (New Y ork: The M a c m il la n  C om p an y , 1967), pp. 19-2:2.
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"ch an g in g  (o r  u n s tab le )  s t r a t e g i c  e n t i t i e s .  " I t  i s  p ro p o se d  a t  th is  
t im e  th a t  the p h ase  of s t r a t e g y  d e v e lo p m e n t  w ill  in f lu en ce  the p r e ­
d o m in a n t  m ode  of scan n in g  u t i l iz e d .
The find ings  d i s c u s s e d  p re v io u s ly  a r e  c o n s is te n t  w ith  th is  
p ro p o s a l .  C e r t a in  f a c ts  in d ic a te d  th a t  A and E w e re  "chang ing  
s t r a t e g i c  e n t i t i e s "  (or a t  l e a s t  so m e th in g  o th e r  th a n  " s ta b le  s t r a t e ­
gic e n t i t i e s " ) .  I t  w as  a ls o  found th a t  the e x e c u t iv e s  of th e s e  f i r m s  
o b ta in ed  a  s ig n if ic a n t  am o u n t of th e i r  in fo rm a t io n  p e r s o n a l ly .
T h e se  f a c to r s  s e e m  to in d ic a te  th a t  m o re  u n s ta b le  s t r a t e g ic  e n t i t ie s
u t i l iz e ,  to a m u c h  g r e a t e r  e x te n t ,  the  m o d e s  of cond it ioned  view ing
27and in fo rm a l  s e a rc h .
A s no ted  p re v io u s ly ,  the r e m a in in g  e x e c u t iv e s  (B, C, and D) 
r e p o r te d  v e r y  few o c c u r r e n c e s  of o b ta in in g  the in fo rm a t io n  p e r s o n ­
a l ly .  A l a r g e  p o r t io n  of t h e i r  in fo rm a t io n  w as  r e c e iv e d  u s in g  the 
in fo rm a l  s e a r c h  m ode of scan n in g .  T h is  find ing , coupled  w ith  the 
p re v io u s  no tion  th a t  f i r m s  B, C, and D a r e  c o n s id e ra b ly  m o re  s ta b le  
s t r a t e g ic  e n t i t i e s ,  o f fe r s  r e a s o n  to in f e r  th a t  th e s e  ty p es  of s t r a t e g ic  
e n t i t ie s  u t i l iz e  fo rm a l  s e a r c h  m e th o d s  to  a  g r e a t e r  e x te n t  than  
in fo r m a l  s e a r c h  m e th o d s .  T h is  a n a ly s is  le a d s  one to  p ro p o se  th a t  
(a) s ta b le  s t r a t e g i c  e n t i t ie s  w ill u t i l iz e  fo rm a l  s e a r c h  as  a  m ode  of 
scan n in g  f a r  m o re  o ften  th a n  o th e r  m o d e s ,  and (b) m o r e  u n s tab le
^ S i n c e  the  in fo rm a t io n  w as  de f ined , i t  i s  no t p o s s ib le  to say  
w h e th e r  o r  not th e se  e x e c u t iv e s  u t i l iz e  u n d ire c te d  v iew ing  as  a m ode  
of scan n in g .
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s t r a t e g i c  e n t i t ie s  w il l  u t i l iz e  in fo r m a l  s e a r c h  and co n d it ioned  v iew -
2  Q
ing  a s  m o d e s  of scan n in g  m o re  o f ten  th a n  s tab le  s t r a t e g i c  e n t i t i e s .
E v a lu a t in g  S t ra te g ic  In fo rm a t io n
B e fo re  co n c lud ing  th is  s e c t io n  on c h a r a c t e r i s t i c s  of s t r a t e ­
gic  in fo rm a t io n ,  a few m o re  p o in ts  should  be m e n tio n ed  th a t  r e f l e c t  
upon  the p r o c e s s  of f o rm u la t in g  s t r a te g y .  The f i r s t  po in t to be 
m a d e  r e f e r s  to  the r e l a t iv e ly  s m a l l  n u m b e r  of peop le  (o r  g ro u p s  of 
peop le )  th a t  a r e  invo lved  in  the flow of s t r a t e g i c  in fo rm a t io n .  T ab le  
V I -5 in d ic a te s  th a t  the  g r e a t e s t  n u m b e r  of d i f f e r e n t  peop le  invo lved  
w ith  s t r a t e g i c  in fo rm a t io n  in  a s in g le  f i r m  w as  s ix , w hile  the  l e a s t  
n u m b e r  w as  fou r.  On the  a v e ra g e ,  five peop le  o r  g ro u p s  of peop le  
w e re  invo lved  w ith  the  flow of s t r a t e g i c  in fo rm a tio n .  In  add ition , 
a  l a r g e  n u m b e r  of people  invo lved  w e re  p lann ing  g ro u p s  o r  s ta f f  
m e m b e r s .  ^
The no tion  th a t  r e l a t iv e ly  few p e r s o n s  w e re  invo lved  in  the  
flow of s t r a t e g ic  in fo rm a t io n  is  a finding  th a t  would be a g r e e d  to by
28 I t  i s  no t c l e a r  f ro m  th is  r e s e a r c h  w h e th e r  o r  no t the co n ­
d i t io n ed  v iew ing  and in fo r m a l  s e a r c h  m o d es  a r e  u s e d  to  a g r e a t e r  
e x te n t  th an  the f o rm a l  s e a r c h  m ode  in  chang ing  s t r a t e g i c  e n t i t ie s .
^ E x e c u t i v e  C did no t h av e  a  f o rm a l  p lan n in g  g ro u p  r e p o r t ­
ing  to h im .  C o n seq u en tly ,  i t  c a n  be se e n  th a t  C 's  in fo rm a t io n  
c a m e  f ro m  people p r im a r i l y  invo lved  w ith  line m a n a g e m e n t  who 
a l s o  p ro v id e d  s t r a t e g ic  in fo rm a t io n  in  ad d it io n  to  t h e i r  r e g u la r  
d u t ie s .
p re v io u s  w r i t e r s  on the  su b je c t .  30 In  r e la t io n  to the  ty p e s  of 
peo p le  invo lved , C y e r t  and M a rc h  o f fe r  so m e  c o r r o b o r a t io n  to the 
f in d in g s  h e r e  w hen  they  d i s c u s s  how o rg a n iz a t io n s  h an d le  i n f o r m a ­
tion . They  say  th a t ,  " G e n e ra l ly  sp eak in g , a  f i r m  w il l  a l lo c a te  
r e s p o n s ib i l i ty  fo r  s e c u r in g  p a r t i c u l a r  in fo rm a t io n  to  su b u n its  hav ing  
(1) r e g u l a r  c o n ta c t  w ith  the  in fo rm a t io n  s o u rc e  o r  (2) s p e c ia l  c o m -
•a i
p e te n c e  in  s e c u r in g  the in fo rm a t io n .  T hey  go on to  s a y  th a t ,
" in  a lm o s t  a l l  of the  a r e a s  of m a jo r  c o n c e rn  to  the  f i r m  . . . l a rg e  
f i r m s  m a in ta in  s ta f f  e x p e r t s  w hose  so le  fu n c tio n  i s  to s e c u r e  and 
e v a lu a te  in fo rm a t io n .  "32 S t ra te g ic  p lanning  is  a n  a r e a  of m a jo r  
c o n c e r n  to l a r g e  f i r m s ,  and fo u r  out of the  five f i r m s  in v e s t ig a te d  
had  f o r m a l  p lann ing  g ro u p s  fo r  th is  p u rp o s e .  In a d d it io n  to f o r m a l  
p lan n in g  g ro u p s ,  the e x e c u t iv e s  a l s o  u se d  w hat C y e r t  and  M a rc h  
r e f e r  to a s  subun its  to  s e c u r e  so m e  p o r t io n  of t h e i r  s t r a t e g ic  
in fo rm a t io n .
The q u e s t io n  of how s t r a t e g i c  in fo rm a t io n  i s  e v a lu a te d  can  
be a p p ro a c h e d  v ia  the p a r t i c u l a r  people  th a t  h an d le  the in fo rm a t io n .  
A s C y e r t  and M a rc h  have  s ta te d ,  e v a lu a t io n  i s  an  im p o r ta n t  func tion  
of s ta f f  e x p e r t s .  O th e r  peop le  c h a rg e d  w ith  the t a s k  of s e c u r in g
^®See, fo r  ex a m p le ,  A nthony, e t  a l .  , M an a g e m e n t C o n tro l  
S y s t e m s , p. 8.
•**Cyert and M a rc h ,  A B e h a v io ra l  T h e o ry , p. 107.
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s t r a t e g i c  in fo rm a t io n  c a n  a lso  be c o n s id e re d  a s  in fo rm a t io n  e v a lu a ­
t o r s  to so m e  d e g re e .  The in d ic a t io n ,  then , i s  th a t  any  s t r a t e g i c  
in fo rm a t io n  th a t  e x e c u t iv e s  do no t r e t r i e v e  th e m s e lv e s  h a s ,  in  so m e  
w ay , b e e n  e v a lu a te d .  T h is  f u r th e r  in d ic a te s  th a t  a l though  r e l a t iv e ly  
few d i f f e r e n t  peop le  have  s e c u re d  and e v a lu a te d  (to so m e  ex ten t)  the 
in fo r m a t io n  th a t  e x e c u t iv e s  r e c e iv e ,  i t  a c c o u n ts  fo r  a  r e l a t iv e ly  
l a r g e  am o u n t  of the to ta l  in fo rm a t io n .  The im p l ic a t io n  of the above 
fo r  s t r a t e g y  fo rm u la t io n  i s  to re c o g n iz e  th a t  the ou tpu t of the p r o c e s s  
i s  s ig n if ic a n t ly  in f lu en c ed  by people  o th e r  th a n  th o se  m ak in g  the 
f in a l  d e c i s io n s .
A lthough  v e r y  few (if any) m a th e m a t ic a l  te c h n iq u e s  a r e  u sed  
to m a k e  f in a l  s t r a t e g i c  d e c i s io n s ,  i t  w as  found th a t  in  fo u r  out of the  
f ive  f i r m s ,  so m e  type of m a th e m a t ic a l  m o d e lin g  w as  u sed  a s  p a r t  
of the  s t r a t e g i c  in fo rm a t io n  h an d lin g  ta sk .  In two c a s e s  (A and E), 
h o w e v e r ,  the  e x e c u t iv e s  a l s o  s ta te d  th a t  the  m a th e m a t ic a l  te c h n iq u e s  
a s s i s t e d  in  v e ry  sp e c if ic  s i tu a t io n s .  F o r  e x a m p le ,  co m pany  A 
no ted  th a t  m o d e ls  a s s i s t e d  c o n s id e ra b ly  in  m a k in g  f o r e c a s t s  and 
p ro je c t in g  in to  the  fu tu re  fo r  p u rp o s e s  of p lann ing . When co m p an y  
d o c u m e n ts  w e re  e x a m in e d ,  i t  w as  found th a t  th is  p a r t i c u la r  c o m p an y  
d id  no t h av e  i t s  own f o re c a s t in g  m o d e l ,  bu t r e c e iv e d  d a ta  g e n e ra te d  
by a m o d e l  owned by a n o th e r  f i r m .  T h is  o th e r  f i r m  i s  a  r e s p e c te d  
l e a d e r  in  the in d u s t r y  and a s u p p l ie r  fo r  c o m p an y  A.
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C o m p an y  B a p p e a r e d  to  be v e r y  s o p h is t ic a te d  in  i t s  u se  of 
m a th e m a t ic a l  te c h n iq u e s .  F o r  e x a m p le ,  a  c o r p o r a te  m a n a g e m e n t  
in fo r m a t io n  s y s te m s  g ro u p  g e n e ra te d  a la r g e  p o r t io n  of the d a ta  
going in to  the c o m p a n y 's  lo n g - r a n g e  p la n J J  and w e r e  a l s o  e x p e r i ­
m e n t in g  w ith  su ch  te c h n iq u e s  a s  d e c i s io n  t r e e  and c r o s s - i m p a c t  
a n a ly s e s .
E x e c u t iv e  D r e p o r te d  th a t  m a th e m a t ic a l  m o d e ls  had  b een  of 
l i t t l e  h e lp  to  th e m . He added , h o w e v e r ,  th a t  the r e a s o n  th a t  m o d e ls  
w e re  of l i t t l e  h e lp  w as  b e c a u s e  th e y  had no t d ev e lo p ed  th e m . He 
sa id  th a t  they  r e s p e c te d  the u se  of m o d e ls ,  and r e a l iz in g  th a t  the 
f i r m  i s  w eak  in  th is  a r e a  a r e  p r e s e n t ly  "p u sh in g  h a r d  to expand  th is  
c a p a b i l i ty .  " T h is  i s  in  c o n t r a s t  to e x e c u t iv e  C r e p o r t in g  th a t  m a th ­
e m a t i c a l  m o d e ls  w e r e  no h e lp  a t  a l l  in  supp ly ing  any  of the  s t r a t e g ic  
in fo rm a t io n  in p u ts  th a t  he  c h o se .  F u r t h e r m o r e ,  he o f fe re d  no in d i ­
c a t io n  th a t  he though t m o d e ls  could  be h e lp fu l  o r  th a t  h is  com pany  
w as  a t te m p t in g  to  i n c o r p o r a te  th e m  in to  i t s  s y s te m .
W here  m o d e ls  w e re  h e lp fu l  in supp ly ing  s t r a t e g i c  in f o r m a ­
t io n ,  i t  c a n  a ls o  be sa id  th a t  th e y  h e lp  to  e x p la in  how s t r a t e g ic  
in fo r m a t io n  i s  e v a lu a te d .  The in fo rm a t io n  in p u ts ,  and  th e r e f o r e  the  
p r o c e s s  of fo rm u la t in g  s t r a t e g y ,  a r e  in f lu en ced  in  so m e  w ay by bo th
^ T h e s e  d a ta  w e r e  b a s ic a l ly  the  ou tpu t of e v a lu a t iv e  m o d e ls  
th a t  c o m p u ted  r e t u r n  on in v e s tm e n t ,  c a s h  flow, and s im i l a r  
s t a t i s t i c s ,  p r o je c t in g  th e m  a n u m b e r  of y e a r s  in to  the  fu tu re .
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the  peop le  supp ly ing  the  in fo rm a t io n  and th e  m a th e m a t ic a l  t e c h ­
n iq u es  th a t  a r e  e m p lo y e d .  The h an d lin g  and m a n ip u la t in g  of 
s t r a t e g i c  in fo rm a t io n  c a n  be r e g a r d e d  a s  a n  in h e r e n t  p a r t  of the  
s t r a t e g y  fo rm u la t io n  p r o c e s s .
M aking S t r a te g ic  D e c is io n s  
The l a s t  p h a se  of the in te rv ie w  w as  d e s ig n e d  to  g a th e r  
in s ig h ts  in to  how f in a l  s t r a t e g i c  d e c i s io n s  a r e  m a d e .  The in s ig h ts  
w e re  ga in ed  by a sk in g  e a c h  of the  e x e c u t iv e s  q u e s t io n s  r e l a t in g  to 
who m a d e  the f in a l  d e c i s io n s ,  w hat c r i t e r i a  w e r e  m o s t  o f ten  u sed ,  
and how often  w e re  th e  s t r a t e g i c  d e c i s io n s  r e - e v a lu a te d .
Who M ak es  F in a l  S t r a te g ic  D e c is io n s
The a n s w e r s  g iv en  in  r e s p o n s e  to  the  q u e s t io n  c o n c e rn in g  
who m a k e s  the  f in a l  s t r a t e g i c  d e c is io n ,  c l e a r ly  in d ic a te d  th a t  the 
h ig h e s t  le v e l  o f f ic ia ls  in  the  o rg a n iz a t io n  p e r f o r m  th is  t a s k .  In 
m o s t  c a s e s ,  th is  c o n s is te d  of the  p r e s id e n t  and b o a rd  of d i r e c t o r s  
of the  com pany . In  e a c h  c a s e ,  h o w e v e r ,  th e  i m p r e s s i o n  w as th a t  
th i s  p r o c e d u re  w as  m o re  of a  fo rm a l i ty  th a n  an y th in g  e l s e .  In  o th e r  
w o r d s ,  c o n t r a r y  to  e a r l i e r  b e l ie f s  th a t  the ch ie f  e x e c u t iv e s  w e re  the  
a r c h i t e c t s  of s t r a t e g y ,  th is  r e s e a r c h  su p p o r ts  the r e c e n t  f ind ings  of
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B o w er  th a t  s u g g e s t  th a t  c o r p o r a te  e x e c u t iv e s  h e a d in g  l a r g e  d iv i s io n ­
a l iz e d  c o r p o ra t io n s  a c t  l a r g e ly  a s  r a t i f i e r s .  34
In  each  of the  five f i r m s ,  the  in d ic a t io n  w as  th a t  the e x e c u ­
t iv e s  in te rv ie w e d  w e re  not only  the  o r ig in a to r s  b u t  a lso  the i m p l e ­
m e n to r s  of id e a s ,  r e s u l t in g  in  v e n tu re s  th a t  in f lu e n c e d  w hat b u s in e s s  
the  c o m p an y  is  in  o r  i s  to  be in . 3^ The s e q u e n c e  of h ap p en in g s  w as  
(1) the  d i s c o v e ry  of a  new v e n tu re  o r  id e a  (o r  so m e  a l t e r a t io n  in  an  
e x is t in g  v e n tu re ) ,  (2) a s o p h is t ic a te d  and th o ro u g h  ec o n o m ic  a n a ly s is  
of the v e n tu re ,  (3) the p r e p a r a t io n  of a p r o p o s a l  fo r  the p u rp o se  of 
u n d e r ta k in g  the  v e n tu re ,  and (4) s u b m it t in g  the  p ro p o s a l  to top le v e l  
m a n a g e m e n t  fo r  a p p ro v a l .  Im p l ic i t  in  th is  s e q u e n c e  is  the  n o tio n  
th a t  the v e n tu re  h a s  the c o m p le te  s u p p o r t  of the p e r s o n  su b m it t in g  
the p ro p o s a l .  The r e s u l t  i s  th a t ,  "He o b ta in s  c o r p o r a te  a p p ro v a l  in  
l a r g e  p a r t  th ro u g h  s e c u r in g  th e i r  / c o r p o r a t e  e x e c u t iv e s ^ /  c o m m i t ­
m e n t  to h is  s t r a t e g i c  p lan  fo r  the  d iv is io n  and to h im  a s  a  g e n e r a l  
m a n a g e r  c a p a b le  of e x e c u t in g  i t .  "
34C. R oland  C h r i s t e n s e n ,  K enne th  R. A n d re w s ,  and J o se p h  
L. B o w er,  B u s in e s s  P o l ic y  T e x t  and  C a s e s  (H om ew ood, I l l in o is :  
R ic h a rd  D. I rw in ,  Inc . , 1973), p. 863.
35Ib id . , p. 107.
3^Hugo E .  R . U y te rh o e v e n ,  R o b e r t  W. A c k e rm a n ,  and 
Jo h n  W. R o se n b lu m , S t ra te g y  and O r g a n iz a t io n : T e x t  and C a s e s  in  
G e n e ra l  M an a g e m e n t (H om ew ood, I l l in o is :  R ic h a rd  D. I rw in ,  I n c . ,  
1973), p. 125.
224
The C r i t e r i a  U sed  to M ake S t r a te g ic  D e c is io n s
The c r i t e r i a  m o s t  o f ten  u sed  to  m a k e  the  f in a l  d e c is io n ,  in  
a l l  c a s e s ,  r e l a t e d  to  p ro f i ta b i l i ty .  E x e c u t iv e  B c h o se  lo n g - r u n  
p ro f i ta b i l i ty ,  and e x e c u t iv e  D c h o se  r i s k  v e r s u s  p ro f i t a b i l i ty  a s  the  
c r i t e r i a  m o s t  o f ten  u se d .  E x e c u t iv e  A sa id  th a t  r e t u r n  on in v e s t ­
m e n t  w as  m o s t  o f ten  u s e d  in  h is  c o m p an y  w ith  lo n g - r u n  p ro f i t  fo r
n o n - in v e s tm e n t  type p r o je c t s .  E x e c u t iv e  C s a id  th a t  a n  o v e r r id in g
37f a c to r  w as  to  "m a k e  m o n ey  fo r  th e  s to c k h o ld e r s .  " O th e r  f a c to r s  
u s e d  in  c o n ju n c tio n  w ith  m a x im iz in g  s to c k h o ld e r  w e a l th  w e re  (a) 
r e t u r n  on in v e s tm e n t ,  (b) p e r c e n ta g e  i n c r e a s e  in  m a r k e t  s h a r e ,
(c) the  d e g r e e  of r i s k  invo lved , (d) m a n a g e m e n t  s t r e n g th s ,  and 
(e) co m p e t i t io n .  F in a l ly ,  e x e c u t iv e  E  r e p o r te d  th a t  g ro w th  in  
p ro f i t a b i l i ty  w as  the  c r i t e r i o n  m o s t  o f ten  u se d  w ith  c e r t a i n  o th e r  
c o n s id e ra t io n s ,  such  as  (a) cho o s in g  only  th o se  a r e a s  w h e re  they  
c a n  d o m in a te ,  (b) choos ing  a r e a s  co m p a t ib le  w ith  th e i r  te c h n o lo g ic a l  
s t r e n g th s ,  and (c) choos ing  a r e a s  w h e re  the  le v e l  of s o p h is t ic a t io n
37 J a m e s  C. Van H o rn e ,  F in a n c ia l  M a n a g e m e n t  and  P o l ic y  
(Englew ood C lif fs ,  N . J . :  P r e n t i c e - H a l l ,  I n c . ,  1968), p. 6. 
E x e c u t iv e  C is  b ack in g  up Van H o r n e 's  a s s u m p t io n  th a t  " the  o b je c ­
t iv e  of the f i r m  is  to m a x im iz e  i t s  v a lu e  to i ts  s h a r e h o ld e r s .  " By 
in v e s t in g  in  the h ig h e s t  r e t u r n  p r o je c t s  and looking  to w a rd  i n c r e a s ­
ing  p ro f i t s  the o th e r  e x e c u t iv e s  w e re  a lso  w o rk in g  to w a rd  a s im i l a r  
goal.
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of t h e i r  m a n a g e r i a l  ta le n t  is  no l e s s  th a n  the le v e l  of s o p h is t ic a t io n  
r e q u i r e d  to do the  job.
I t  should  not be s u r p r i s in g  to  find such  a n o tic e a b le  e m p h a ­
s is  on p ro f i ta b i l i ty  in  l a r g e  d iv is io n a l iz e d  c o r p o ra t io n s .  The b a s ic  
r e a s o n  fo r  th is  e m p h a s is  i s  th a t  th e se  m e n  a r e  o p e ra t in g  w hat is 
n o r m a l ly  r e f e r r e d  to  a s  in v e s tm e n t  c e n t e r s .  ^9 An in v e s tm e n t  
c e n t e r  h a s  b een  defined  a s ,  "A f in a n c ia l  p e r fo r m a n c e  c e n te r  in  a 
p r o f i t - s e e k in g  o rg a n iz a t io n ,  in  w hich  the m a n a g e r  is  r e s p o n s ib le  
fo r  the  p ro f i ta b le  e m p lo y m e n t  of the a s s e t s  u t i l iz e d  by  h is  c e n te r  
a s  w ell  as  the lev e l  of p ro f i ts  g e n e ra te d  /w i th /  f o rm a l  a c c o u n t ­
a b i l i ty  e x p r e s s e d  in  so m e  sp e c if ie d  r e la t io n s h ip  be tw een  p ro f i t s  and 
a s s e t s  em p lo y ed .  " 4 ^ S ince  the  p e r fo r m a n c e  of the  c e n te r  is 
m e a s u r e d  by the  p ro f i t s  g e n e ra te d  in r e l a t io n  to  som e defined
•^ E x e c u t iv e  E ' s  th e s i s  w as  th a t  v e n tu r e s  fa i l  m a in ly  b e c a u s e  
the  le v e l  of so p h is t ic a t io n  of the  v e n tu re  is  g r e a t e r  th a n  the  c a p a ­
b i l i ty  of the people  p e r fo rm in g  the  ta sk .
■^Although e x ecu tiv e  A d o e s  not have  a c tu a l  p ro f i t  r e s p o n s i ­
b i l i ty  he d o e s  ex h ib i t  c o n s id e ra b le  in f luence  o v e r  s t r a t e g i c  m o v e s  
of the d iv is io n .  A s d i r e c t o r  of p lann ing , e x e c u t iv e  A p e r fo r m e d  
m a n y  of the t a s k s  th a t  the  o th e r  e x e c u t iv e s  w e re  do ing  th e m s e lv e s .
40R o b e r t  H. C ap lan , III, M an ag em en t C o n tro l  S y s te m s , 
C o p y r ig h t  1967 by the  P r e s i d e n t  and F e llo w s  of H a rv a rd  C o lleg e  (a 
m a n u s c r ip t  to  be p u b lish ed  by P r e n t i c e - H a l l ,  Inc. ), p. I V - 1. The 
t e r m  " p ro f i t  c e n te r "  i s  o ften  u sed  in  the  l i t e r a t u r e  and in  p r a c t ic e  
to  r e f e r  to  both  in v e s tm e n t  c e n t e r s  and p ro f i t  c e n t e r s .  S t r ic t ly  
sp eak in g ,  a  p ro f i t  c e n te r  m a n a g e r  i s  only r e s p o n s ib le  f o r  the 
p r o f i t s  g e n e ra te d  by h is  c e n te r  and  not the a s s e t s  u t i l iz e d .
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in v e s tm e n t  b a s e ,  i t  i s  only  lo g ic a l  th a t  the c r i t e r i a  u sed  to  m a k e  
f in a l  s t r a t e g i c  d e c is io n s  a r e  a func tion  of p ro f i t s .
R e -e v a lu a t in g  S t ra te g ic  D e c is io n s
The f re q u e n c y  w ith  w hich s t r a t e g ic  d e c i s io n s  a r e  r e ­
e v a lu a te d  o f fe r s  f u r th e r  in s ig h t  in to  how th e s e  d e c is io n s  a r e  m ad e .  
T h re e  out of the five e x e c u t iv e s  (A, C, and E) r e p o r te d  a  c o n s c io u s  
a t te m p t  to  m o n i to r  the s t r a t e g ic  v a r i a b le s  c o n s ta n tly .  E x e c u t iv e  A 
sa id  th a t  th ey  look  a t  the v a r i a b le s  on a  con tinuous  b a s is .  In  th is  
p a r t i c u l a r  com pany , th is  ta s k  w as  f a c i l i ta te d  th ro u g h  the u se  of a 
f o r m a l  p lann ing  g ro u p  (w hich ex e c u tiv e  A headed) w ith  a p e r s o n  
r e s p o n s ib le  fo r  m o n i to r in g  the e n v iro n m e n t  fo r  e a c h  of the th re e  
p ro d u c t  a r e a s  of the d iv is io n .
E x e c u t iv e  C ex p la in ed  th e i r  c o n sc io u s  a t te m p t  a t  m o n i to r in g  
s t r a t e g ic  v a r ia b le s  in  r e la t io n  to the  c h e m ic a l  in d u s t ry .  S ince v e ry  
m in o r  ch an g es  in  a c h e m ic a l  ( e . g . ,  a change  in  m o le c u la r  s t r u c tu r e )  
c a n  fo rc e  a p ro d u c t  to  b e c o m e  o b so le te ,  the in d u s t r y  i s  v e ry  
d y n a m ic  r e q u i r in g  one to be " tuned  in"  c o n s ta n tly .  E x e c u t iv e s  m u s t  
know w hat i s  h ap p en in g  and be in  a p o s i t io n  to  take  ad van tage  of 
o p p o r tu n i t ie s  th a t  com e th e i r  way. S im i la r ly ,  e x e c u t iv e  E r e la te d  
th a t  th ey  conduc t a " c o n s ta n t  d ia lo g u e "  on the s t r a t e g ic  v a r i a b le s .
^ * R e fe r  to  the p a r t i a l  o rg a n iz a t io n  c h a r t  of co m p an y  A in 
A ppendix  A.
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The r e m a in in g  e x e c u t iv e s  w e re  so m e w h a t  m o r e  s t r u c tu r e d  
in  t h e i r  a p p ro a c h  to  r e - e v a lu a t in g  s t r a te g y .  In  the c a s e  of D, s t r a t ­
egy  w as  r e - e v a lu a te d  once a y e a r  a s  p a r t  of th e i r  lo n g - ra n g e  
p lann ing . He a lso  noted th a t  they  have  r e - e v a lu a te d  any  t im e  th a t  
i t  w a r r a n te d  so.
E x e c u t iv e  B r e p o r t e d  th a t  th e y  a u to m a t ic a l ly  r e v ie w  s t r a t e g y  
once  a y e a r  a s  p a r t  of th e i r  lo n g - ra n g e  p lan . In ad d it io n , h o w e v e r ,  
the p r e s id e n t  of the co m p an y  h a s  a  c o m m it te e  of tw elve  top le v e l  
e x e c u t iv e s  tha t  m e e t  q u a r t e r ly .  The m a jo r  t a s k  of th is  c o m m it te e  
i s  to  a s s e s s  the c o m p a n y 's  p r e s e n t  s t r a t e g y  and p r e p a r e  any 
c h a n g e s  th e y  th ink  m ig h t  be w a r r a n te d .
The f i r m s  a p p e a re d  to fa l l  into two b a s ic  c a te g o r ie s  w ith  
r e s p e c t  to  s t r a t e g y  e v a lu a t io n - - th o s e  th a t  p e r f o r m  the t a s k  c o n ­
t in u o u s ly  and th o se  th a t  p e r f o r m  the t a s k  on a sch ed u led  bu t l e s s  
f re q u e n t  b a s i s .  E a r l i e r ,  i t  w as  p ro p o se d  th a t  c o m p a n ie s  A and E 
a r e  e x a m p le s  of l e s s  s tab le  s t r a t e g i c  e n t i t i e s .  The r e - e v a lu a t io n  
f re q u e n c y  of th e se  c o m p a n ie s  b ack s  up th is  no tion . Since chang ing  
s t r a t e g ic  e n t i t i e s  a r e  s t i l l  in the  p r o c e s s  of e i t h e r  d e f in in g  o r  
a c h ie v in g  a s t r a t e g ic  p o s tu r e ,  it fo llow s th a t  th ey  both look upon 
s t r a t e g y  as  a  t a s k  th a t  m u s t  be m o n i to re d  on a con tinuous  b a s i s .
The f a c t  th a t  both  th e se  f i r m s  w e re  c u r r e n t ly  invo lved  w ith  s t r a t e g y  
o r ie n te d  p r o g r a m s  ( v e r t i c a l  in te g ra t io n  and d iv e s t i tu r e )  i s  a lso  
ev id e n c e  th a t  p o in ts  to a  need fo r  a m o r e  c o n sc io u s  s t r a t e g ic  e f fo r t .
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C o m p a n ie s  B and D w e re  p ro p o se d  e a r l i e r  a s  m o r e  s ta b le  
s t r a t e g i c  e n t i t i e s .  A s no ted  p re v io u s ly ,  th e s e  f i r m s  have  de f in ed  
the  b u s in e s s  th ey  a r e  in  and c o n c e rn  th e m s e lv e s  now w ith  m a in ­
ta in in g  the  s t r a t e g i c  p o s tu r e  of the  e n t e r p r i s e .  T h is  r e q u i r e s  
e f fo r t s  d i r e c te d  m o re  a t  the e v e ry d a y  o p e ra t io n s  of the  e n t e r p r i s e  
th a n  chang ing  s t r a t e g i c  d i r e c t io n .  C o n seq u en tly ,  s t r a t e g y  e v a lu a ­
tio n  is  d i r e c te d  m o re  a t  a s s e s s m e n t  and c o n t in u a tio n  of the  p r e s e n t  
s t r a te g y .  The focus  i s  not on d i s c o v e r y  of a l t e r n a t iv e  c o u r s e s  of 
a c t io n  th a t  w il l  le a d  to  the a t ta in m e n t  of a p ro p o se d  s t r a t e g i c  
p o s tu r e .  The fo cu s  i s  m o r e  on v e n tu r e s  th a t  a r e  c o n s is te n t  w ith  
the b u s in e s s  the  co m p an y  is  in  a t  the p r e s e n t  t im e .
P r e v io u s  in d ic a t io n  w as  th a t  C could  be c h a r a c t e r i z e d  a s  a  
s ta b le  s t r a t e g i c  e n t i ty .  The e x e c u t iv e 's  r e s p o n s e  to  s t r a t e g y  
e v a lu a t io n ,  h o w e v e r ,  s e e m s  to be c o n t r a r y  to  th is  b e l ie f .  T h is  
m ay  be a t  Least p a r t i a l l y  due to an  in h e re n t  c h a r a c t e r i s t i c  of th is  
o rg a n iz a t io n  th a t  d i f f e r s  f ro m  the  o th e r s .  E x e c u t iv e  C h a s  v e r y  
l i t t l e  s ta f f  a s s i s t a n c e  on m a t t e r s  th a t  a r e  s t r a t e g ic  in  n a tu r e .  A s 
a  m a t t e r  of fac t ,  th is  d iv is io n  h a s  no f o r m a l  g ro u p  s e t  up fo r  the 
so le  p u rp o se  of p lann ing . C o n se q u e n tly ,  e x e c u t iv e  C h a s  b een  
f o rc e d  to  look  upon h i s  in fo rm a t io n  h an d lin g  ta s k  a s  one th a t  
r e c e iv e s  c o n s ta n t  a t te n t io n .  In  c o m p a n ie s  B and D, m u c h  of the 
in fo rm a t io n  i s  h a n d le d  by  peop le  a s s ig n e d  the sp e c if ic  t a s k  of 
m o n i to r in g  p ro d u c t  a r e a s .  The e x e c u t iv e  h im s e l f  would b e c o m e
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in v o lv ed  in  a p a r t i c u l a r  i s s u e  only  w hen  i t  i s  r e p o r te d  to  h im  o r  
w hen  th e  i s s u e  r e q u i r e s  h is  p e r s o n a l  a t te n t io n .  In  o th e r  w o rd s ,  the  
in d ic a t io n  h e r e  i s  th a t  s ta f f  g ro u p s  c o n s id e ra b ly  l e s s e n  the  t a s k  of 
m o n i to r in g  in fo rm a t io n  fo r  the  e x e c u t iv e s  th e y  r e p o r t  to .
The P r o c e s s  of F o r m u la t in g  S t ra te g y  
A m a jo r  p u rp o s e  of the  in te rv ie w s  co n d u c ted  w as  to  add 
s o m e  e m p i r i c a l  in s ig h ts  in to  how s t r a t e g y  i s  f o rm u la te d  in  the  r e a l  
w o r ld .  The d i s c u s s io n  of the  r e s e a r c h  f in d in g s  so f a r  h a s  c o n t r ib ­
u ted  to  a c h ie v in g  th is  p u rp o s e .  I t  i s  n e c e s s a r y  a t  th is  t im e ,  how ­
e v e r ,  to  b r in g  out so m e  m a jo r  in s ig h ts  th a t  b e a r  upon the  p r o c e s s  
of fo rm u la t in g  s t r a t e g y  in  l a r g e  i n d u s t r i a l  e n t e r p r i s e s .
A n O v e rv ie w
In C h a p te r  II o f  th is  p a p e r ,  i t  w as  p ro p o se d  th a t  t h e r e  
e x is te d  a f in ite  s e t  of d e c is io n s  th a t  d e f in ed  c o r p o r a te  s t r a te g y .  
U til iz in g  th is  co n cep t ,  a long  w ith  the five C] v a r i a b le s  in t ro d u c e d  
in  F ig u re  I I - 1, the e m p i r i c a l  w o rk  of th is  p a p e r  o f fe re d  a n  a p p ro a c h  
th a t  d i f f e re d  s ig n if ic a n t ly  f r o m  any  p re v io u s  r e s e a r c h  a t t e m p ts  on 
th is  su b je c t .  The r e s u l t s ,  h o w e v e r ,  (both e x p l ic i t ly  and  im p l ic i t ly )  
r e v e a le d  in d ic a t io n s  t h a t  s t r a t e g y  could  be defined  by the  five C j  
v a r i a b le s :  p e r fo r m a n c e  c r i t e r i a ,  c u s to m e r  m ix ,  p ro d u c t  m ix ,  
d i f f e r e n t ia l  a d v a n ta g e ,  and g e o g rap h ic  c o n c e n tra t io n .
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W hen the e x e c u t iv e s  w e r e  a sk e d  if  th e y  a g r e e d  w ith  the five 
s t r a t e g i c  d e c is io n s  th a t  w e r e  c h o se n  to  define  s t r a t e g y ,  a l l  f ive 
e x e c u t iv e s  sa id  y es .  Two e x e c u t iv e s  v o iced  c o n c e rn ,  h o w e v e r ,  
o v e r  the  r e la t iv e  im p o r ta n c e  of g e o g ra p h ic  c o n c e n t r a t io n  a s  a 
s t r a t e g ic  d e c is io n .  Such a  c o m m e n t  m ig h t  be e x p e c te d  f r o m  e x e c u ­
t iv e s  of l a r g e  d iv is io n a l iz e d  c o m p a n ie s  th a t  a r e  a l r e a d y  e x t r e m e ly  
d i s p e r s e d  g e o g ra p h ic a l ly .  To th e m , e x p a n s io n  in to  new g e o g ra p h ic  
a r e a s  i s  r e l a t iv e ly  c o m m o n p la c e .  The c o m m e n t  m a y  no t ap p ly  to 
a l l  c o m p a n ie s ,  and e s p e c ia l ly  to  s m a l l e r  o n es  th a t  a r e  ju s t  
b eg in n in g  to expand . F o r  th e se  f i r m s ,  the g e o g ra p h ic  c o n c e n t r a t io n  
d e c i s io n  m a y  take  on g r e a t e r  r e l a t iv e  im p o r ta n c e .
The fa c t  th a t  the  e x e c u t iv e s  had  no p r o b le m  a n s w e r in g  the 
q u e s t io n s ,  ch o o s in g  in fo rm a t io n  in p u ts ,  o r  u n d e r s ta n d in g  w hat the 
s t r a t e g i c  d e c is io n s  r e f e r r e d  to , w as  im p l i c i t  in d ic a t io n  th a t  
s t r a t e g y  w as  b e ing  defined  p r o p e r ly .  F u r t h e r m o r e ,  the e x e c u t iv e s  
a l s o  e x p r e s s e d  openly  th a t  th e y  had b een  m a k in g  th e se  d e c is io n s  
a l l  a long . They fe l t  th a t  the r e s e a r c h e r ' s  d e f in i t io n  of s t r a t e g y  
had  m ad e  the  co n cep t  m o re  " s c ie n t i f i c "  and  could  be v e r y  b e n e f ic ia l  
a s  a n  a n a ly t ic a l  w ay  to  define  and e x p la in  the  c o n c e p t  of s t r a te g y .
The c o m m e n ts  o f fe re d  by  th e s e  e x e c u t iv e s  in d ic a te  th a t  the 
p r o c e s s  of f o rm u la t in g  s t r a t e g y  (a t  l e a s t  fo r  the five f i r m s  in v e s t i ­
ga ted )  b eg in s  w ith  the five s t r a t e g i c  d e c is io n s :  p e r fo r m a n c e
c r i t e r i a ,  c u s to m e r  m ix , p ro d u c t  m ix , d i f f e r e n t ia l  ad v a n ta g e ,  and
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g e o g ra p h ic  c o n c e n tra t io n .  T h e se  a r e  the  b a s ic  a r e a s  th a t  the  
e x e c u t iv e s  fo cu sed  on to  r e l a t e  the  in t e r n a l  c h a r a c t e r i s t i c s  of the 
f i r m  to i t s  e n v iro n m e n t .  ^  A c o n sc io u s  a t t e m p t  to define  th e  five 
d e c i s io n  a r e a s  c a n  th e n  be r e f e r r e d  to a s  the s ta r t in g  po in t fo r  
fo rm u la t in g  c o r p o r a te  s t r a te g y .
The p r o c e s s  th en  p r o c e e d s  to r e t r i e v in g  in fo rm a t io n  r e la te d  
to  e a c h  of the five d e c i s io n  a r e a s .  The t a s k  of r e t r i e v a l  i s  c h a r a c ­
t e r i z e d  by a  r e l a t iv e ly  s m a l l  n u m b e r  of peop le  b e in g  invo lved , and a 
s ig n if ic a n t  p o r t io n  of the in fo rm a t io n  b e ing  t r a n s m i t t e d  by w ay of 
w r i t t e n  r e p o r t s .  O th e r  f a c to r s ,  su ch  a s  how f re q u e n t ly  the  i n f o r ­
m a t io n  i s  r e c e iv e d  and w h e th e r  o r  no t a p a r t i c u l a r  e x e c u t iv e  ta k e s  
a m o re  a c t iv e  ro le  in  the r e t r i e v a l  t a s k  ( i . e .  , the p a r t i c u l a r  m ode 
of scan n in g  u sed ) ,  m a y  be m o re  d ep en d en t  on c e r t a i n  c h a r a c t e r i s ­
t i c s  of the p a r t i c u l a r  f i r m  in  q u e s t io n .  T h e re  is  in fo rm a t io n  th a t  
le a d s  one to  p ro p o se  th a t  the  p a r t i c u la r  s ta g e  of s t r a t e g y  d e v e lo p ­
m e n t  (i. c . , w h e th e r  the  f i r m  i s  a t te m p t in g  to  a c h ie v e  o r  a l r e a d y  
h a s  ach ie v e d  a s t r a t e g i c  p o s tu r e )  m a y  be h e lp fu l  in  ex p la in in g  
c e r t a i n  of the  v a r i a b l e s  r e l a t e d  to  in fo rm a t io n  r e t r i e v a l .
The r e - e v a lu a t io n  of s t r a t e g y  d e s c r i b e s  a  p a r t  of the 
p r o c e s s  th a t  in d ic a te s ,  in  g e n e r a l ,  a c o n sc io u s  a t t e m p t  a t  r e la t in g
4^ it  should  not be c o n s t ru e d  th a t  the e x e c u t iv e s  had  
e x p l ic i t ly  defined  s t r a t e g y  in  th is  m a n n e r .  A m o re  a c c u r a te  s t a t e ­
m e n t  i s  th a t  they  had  b e e n  a p p ro a c h in g  s t r a t e g y  in  th is  m a n n e r  
w ithou t r e a l ly  knowing it .
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the f i r m  to i t s  e n v iro n m e n t .  T h is  c o n sc ie n t io u s  e f fo r t  on the p a r t  
of the  f i r m s  in v e s t ig a te d  in d ic a te s  th a t  s t r a t e g y  is  m o re  a c c u r a t e ly  
d e s c r ib e d  a s  a  con tinu ing  p r o c e s s  a s  opposed  to  b e ing  a  ph en o m en o n  
a p p ro a c h e d  only w hen a f i r m  is  begun, w hen  the  s u rv iv a l  of th e  f i r m  
s e e m s  th re a te n e d ,  o r  on so m e  o th e r  in f r e q u e n t  b a s is .  The f i r m s  
in v e s t ig a te d  s e e m e d  to  be v e r y  c o n sc io u s  of t h e i r  r e la t io n s h ip  to 
the e n v i ro n m e n t  and w e re  m ak in g  e v e r y  a t te m p t  to a s s u r e  th a t  a 
s u c c e s s fu l  r e la t io n s h ip  con tinued .
The p r o c e s s  of fo rm u la t in g  s t r a t e g y  i s  a lso  c h a r a c t e r i z e d  by 
d e f in ab le  c r i t e r i a  u sed  to e v a lu a te  and m ak e  s t r a t e g i c  d e c is io n s .  
T h e se  c r i t e r i a ,  in  a l l  c a s e s ,  r e la te d  to  p ro f i ta b i l i ty .  The fa c t  th a t  
the f i r m s  in v e s t ig a te d  a r e  in  the b u s in e s s  to m ak e  m o n ey  fo r  t h e i r  
s h a r e h o ld e r s  r e q u i r e s  th a t  p r o je c t s  u n d e r ta k e n  by the  f i r m  fo r  the 
p u rp o se  of ach ie v in g  a s t r a t e g ic  p o s tu r e  be p ro f i ta b le  v e n tu re s .
T h is  a p p ro a c h  is  c o n s is te n t  w ith  c u r r e n t  f in a n c ia l  th e o ry  w ith  
r e s p e c t  to in v e s tm e n t  in  only p ro f i ta b le  p r o je c t s  a s  m e a s u r e d  b y  a 
r a t e  of r e t u r n  g r e a t e r  than  the  c o s t  of c a p i ta l .
Som e C o n te m p o ra ry  Thoughts
The fo rm u la t io n  of s t r a t e g y  is  a pheno m en o n  th a t ,  u n t i l  
r e c e n t ly ,  w as  a c c e p te d  a s  be ing  done by the top  le v e l  e x e c u t iv e  
o p e ra t in g  a s  a  ch ie f  s t r a t e g i s t .  ^3 T h is  w o rk  and th a t  of B o w e r 's
^ C h r i s t e n s e n ,  e t  a l . , B u s in e s s  P o l ic y , p. 862.
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s e e m  to in d ic a te  so m e th in g  qu ite  d i f f e re n t .  B ow er p r o p o s e s  th a t  
th e  c h ie f  e x e c u t iv e s  of la r g e  d iv is io n a l iz e d  c o rp o ra t io n s  a r e  
r a t i f i e r s  of s t r a te g y .  ^4 The find ings  in  th is  s tudy  b a c k  up B o w e r 's  
t h e s i s .  I t  w il l  f u r th e r  be p ro p o se d  th a t  if  one a c c e p ts  the th e s i s  
th a t  th e s e  e x e c u t iv e s  a r e  r a t i f i e r s ,  th e n  ( 1 ) they  m a y  no t be the  
f o rm u la to r s  of s t r a te g y ,  (2 ) the  f o r m u la to r s  of s t r a t e g y  m a y  e x i s t  
a t  l e v e ls  be low  the  c h ie f  ex e c u tiv e  in  la r g e  d iv is io n a l iz e d  c o r p o r a ­
t io n s ,  (3) the le v e l  w h e re  s t r a t e g y  is  fo rm u la te d  is  c h a r a c t e r i z e d  
m o r e  by ch o ice  th a n  r a t i f ic a t io n ,  and (4) im p l ic i t  in  the no tio n  th a t  
C E O 's  ra t i fy  s t r a t e g y  is  th a t  f in a n c ia l  r e s o u r c e s  m ay  be so m e th in g  
o th e r  th an  t ru ly  l im i te d .
The t e r m  r a t i f i e r  im p l ie s  th a t  the ch ie f  e x e c u t iv e s  a r e  
m e r e l y  san c t io n in g  o r  c o n f i rm in g  w hat h a s  a l r e a d y  b e e n  done.
T h is  w as  ev id en ced  in  th is  s tudy  by the in d ica t io n  o f fe re d  by the 
e x e c u t iv e s  in te rv ie w e d  th a t  the p r o p o s a l s  had  b een  th o ro u g h ly  
r e s e a r c h e d  and p r e p a r e d  by  the  d iv is io n a l  m a n a g e r s  in te rv ie w e d  
and w e r e  s e n t  to top  m a n a g e m e n t  m o re  a s  a fo rm a l i ty  th an  any th ing  
e l s e .  In ad d it io n ,  th r e e  of the  e x e c u t iv e s  s ta te d  th a t  a p ro p o s a l
4^See J o s e p h  L. B ow er,  M anaging  the R e s o u rc e  A l lo c a t io n  
P r o c e s s  (H om ew ood, 711inois: R ic h a rd  D. I rw in ,  Inc . , 1972). 
B o w e r 's  f ind ings  a r e  b a s e d  on e x te n s iv e  r e s e a r c h  conduc ted  in  
one l a r g e  d iv is io n a l iz e d  c o rp o ra t io n .
4^In  m o s t  la r g e  c o m p a n ie s ,  such  a s  the  ones  in v e s t ig a te d  
h e r e ,  th i s  f o rm a l i ty  i s  e x p r e s s e d  in  t e r m s  of a p o l ic y  th a t  r e q u i r e s  
th a t  i n v e s tm e n t  p ro p o s a ls  o v e r  a  c e r t a in  am o u n t m u s t  go to the CEO 
and p o s s ib ly  the  b o a rd  of d i r e c t o r s  fo r  ap p ro v a l .
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s u b m it te d  to  top m a n a g e m e n t  fo r  a p p ro v a l  w as  u s u a l ly  a c c e p te d .
I t  s e e m s  th a t  th is  would a lm o s t  h av e  to be the c a s e  in  l a r g e  d iv i s io n ­
a l iz e d  c o m p a n ie s  s in c e  one p e r s o n  canno t be e x p e c te d  to know the 
i n t r i c a c i e s  of a l l  the a c t iv i t i e s  p e r fo r m e d  in  the  e n t i r e  o rg a n iz a t io n .  
A s one of the e x e c u t iv e s  in te rv ie w e d  s ta te d  v e r y  c l e a r ly ,  "T h e y  
/ to p  m a n a g e m e n t /  r e a l ly  do no t know the nu ts  and b o lts  of w hat i s  
going on. "
In ra t i fy in g  p r o p o s a l s ,  the ch ie f  e x e c u t iv e s  of la r g e  
d iv is io n a l iz e d  c o r p o ra t io n s  a r e ,  in  e s s e n c e ,  m ak in g  s u re  th a t  the  
p r o c e s s  of s t r a t e g y  is  w o rk in g  r ig h t  and the ju d g m e n t  be ing  app lied  
by lo w e s t  le v e l  m a n a g e r s  i s  good. ^  In o th e r  w o rd s ,  th e y  a r e  m o re  
c o n c e rn e d  w ith  how the p a r t i c u l a r  d e c is io n  i s  b e ing  m ad e  r a t h e r  
th a n  the sp e c if ic  n a tu re  of the p ro p o sa l  i t s e l f .
If w hat h a s  b een  sa id  i s  t r u e ,  th e n  th e r e  is  so m e  r e a s o n  to 
b e l ie v e  th a t  the ch ie f  ex e c u tiv e  o f f ic e r  m a y  not be (and p ro b a b ly  
d o e s  not have  the c a p a b i l i ty  a lone  to be) the f o r m u la to r  of s t r a t e g y  
f o r  a l a r g e  d iv is io n a l iz e d  c o rp o ra t io n .  ^  In th e se  o rg a n iz a t io n s ,  
"g iv en  the v a s t  a r r a y  of d i f f e r e n t  a c t iv i t i e s ,  the in t im a te  know ledge 
of the b u s in e s s e s ,  th e i r  m a r k e t s  and te c h n o lo g ie s  r e s t s  in ev itab ly
“̂ C h r i s t e n s e n ,  e t  a l .  , B u s in e ss  P o l i c y , p. 863.
“̂ I b i d . , p. 862. A s th e se  a u th o r s  have s ta te d ,  ". . . the 
ra n g e  of s t r a t e g ic  a l t e r n a t iv e s  which m u s t  be c o n s id e re d  in a 
d e c e n t r a l i z e d  o r  d iv e r s i f ie d  com pany  e x c e e d s  what one p e r s o n  can  
co n ce iv e  of. "
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w ith  d iv is io n a l  m a n a g e m e n t .  " ^ 8  The e v id e n c e  th a t  (a) the CEO  
r a t i f i e s  and d o e s  no t s e c o n d -g u e s s  p ro p o n e n ts  of sp e c if ic  a l t e r n a ­
t i v e s ; ^  (b) once a d iv is io n a l  m a n a g e r  h a s  p la c e d  "h is  r e p u ta t io n  
f o r  good ju d g m e n t  on the  l in e ,  "50 p r o p o s a l s  a r e  in  a lm o s t  a l l  c a s e s  
a c c e p te d ;  and (c) the in t im a te  know ledge of th e  b u s in e s s ,  a s  w e ll  a s  
the  s p e c i f ic  p r o p o s a l  b e in g  p r e s e n te d ,  r e s t s  w ith  th e  d iv is io n a l  
m a n a g e r ,  l e a d s  one to  p ro p o se  th a t  s t r a t e g y  m a y  be fo rm u la te d  a t 
so m e  le v e l  lo w e r  th an  the c o r p o r a te  le v e l  in  so m e  l a r g e  d iv i s io n ­
a l iz e d  c o r p o ra t io n s .
The e x e c u t iv e s  in te rv ie w e d  fo r  th is  r e s e a r c h  have  b e e n  
d e s c r ib e d  by one a u th o r  a s  m id d le  l e v e l  m a n a g e r s  (i. e . , "a g e n e r a l  
m a n a g e r  who i s  r e s p o n s ib le  fo r  a  p a r t i c u l a r  b u s in e s s  un it  a t  the 
i n t e r m e d ia te  le v e l  of th e  c o r p o r a t e  h i e r a r c h y " ) .  The f ind ings  of 
th i s  r e s e a r c h ,  th en , in d ic a te  th a t  in  th e  l a r g e  d iv is io n a l  o r g a n iz a ­
t io n , i t  m ay  be m o r e  a p p r o p r ia t e  to d e s c r i b e  the m id d le  m a n a g e r  
a s  a f o r m u la to r  of s t r a te g y .  T h is  f ind ing  b a c k s  up w hat one a u th o r  
su g g e s te d  w hen  he s ta te d  th a t  a  m id d le  le v e l  g e n e r a l  m a n a g e r  i s  
bo th  a s t r a t e g i s t  and an  o p e r a to r .  He m u s t  " a s s u m e  fu ll  r e s p o n s i ­
b i l i ty  fo r  t r a n s l a t i n g  the  a b s t r a c t  goa ls  in to  c o n c r e te  a c t io n  th ro u g h
^® U yterhoeven , e t  a l .  , S t r a te g y  and O rg a n iz a t io n , p. 125.
^ C h r i s t e n s e n ,  e t  a l . , B u s in e s s  P o l i c y , p. 863.
^ B o w e r ,  M anaging  the R e s o u r c e  A llo c a t io n  P r o c e s s , p. 6 8 .
^ ^ U y te rh o e v e n ,  e t  a l .  , S t r a te g y  and  O rg a n iz a t io n , p. 75.
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s t r a t e g i c  d e c is io n  m a k in g  and p lan n in g , ta k in g  in to  a c c o u n t  both
52e x te r n a l  and o rg a n iz a t io n a l  f a c t o r s .  "
The r e s e a r c h  con d u c ted  fo r  th is  p a p e r  a l s o  po in ted  to the 
fa c t  th a t  m id d le  le v e l  m a n a g e r s  w e re  m o n i to r in g  bo th  the e n v i r o n ­
m e n t  and o rg a n iz a t io n a l  f a c t o r s ,  d e v e lo p in g  id e a s  and p ro p o s in g  
v e n tu r e s  th a t  w e re  a im e d  a t  m a in ta in in g  o r  a c h ie v in g  a  p a r t i c u l a r  
s t r a t e g y  fo r  t h e i r  o p e ra t in g  u n it .  T h is  le a d s  one to  p ro p o se  th a t  
t h e r e  e x i s t s  a n u m b e r  of s t r a t e g i s t s  in  l a r g e  d iv is io n a l iz e d  c o r p o r a ­
t io n s ,  and p a r t  of th i s  n u m b e r  a r e  the  m id d le  m a n a g e r s  r e s p o n s ib le  
fo r  the  p a r t i c u l a r  o p e ra t in g  u n its  of the co m p an y .
T h e re  a r e  a lso  in d ic a t io n s  th a t  the m id d le  le v e l  m a n a g e r 's  
jo b  is  c h a r a c t e r i z e d  by  ch o ice  am o n g  a l t e r n a t iv e s  a s  opposed  to 
r a t i f i c a t io n  of a l t e r n a t iv e s .  M ore e x p l ic i t ly ,  in  d e a l in g  w ith  
s t r a t e g y  r e l a t e d  i s s u e s ,  the c h ie f  e x e c u t iv e  d o es  v e r y  l i t t le  (if  any) 
ch o o s in g  am ong  a l t e r n a t iv e s ,  and the  m id d le  le v e l  m a n a g e r  d o es  
v e r y  l i t t le  (if any) ra t ify in g .  T h is  i s  b a s ic a l ly  due to  the  fa c t  th a t  
" the  m id d le  m a n a g e r  i s  c lo s e s t  to the ac t io n ;  t h e r e f o r e  he h a s  m o s t  
of the  d a ta ,  and h en ce  is in  the b e s t  p o s it io n  to  m a k e  d e c is io n s
Hugo E .  R. U y te rh o e v e n ,  " G e n e r a l  M a n a g e rs  in  the  
M idd le , " H a rv a rd  B u s in e s s  R e v ie w , L ( M a r c h -A p r i l ,  1972), p. 78.
^ C h r i s t e n s e n ,  e t a l . , B u s in e s s  P o l i c y , p. 863. T h ese  
a u th o r s  im p l ie d  th is  w hen  th e y  sa id ,  . . s t r a t e g y  fo rm u la t io n  is  
an  a c t iv i ty  w ide ly  s h a re d  in  the  h i e r a r c h y  of m a n a g e m e n t ,  r a t h e r  
th an  be ing  c o n c e n tra te d  a t  i t s  h ig h e s t  l e v e l s .  "
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r e le v a n t  to t r a n s la t in g  goa ls  in to  a c t io n s .  "54 H is t a s k  i s  to  take  the 
p le th o ra  of e x te r n a l  and in t e r n a l  in fo rm a t io n  a v a i la b le  to  h im ,  
ch o o se  the in fo rm a t io n  th a t  i s  r e le v a n t  to h is  s t r a t e g ic  c h o ic e s ,  
co m e  up w ith  v e n tu re s  th a t  w ill  b en e f i t  h is  un it  s t r a t e g i c a ’ly, 
a n a ly z e  the a l t e r n a t iv e  c h o ic e s ,  and define  and s tan d  beh ind  one o r  
m o r e  of the a l t e r n a t iv e s  to be su b m it te d  to top m a n a g e m e n t  fo r  a p ­
p ro v a l .  Top m a n a g e m e n t  i s  on the re c e iv in g  end of p r o p o s a l s  and 
know ing th a t  m id d le  m a n a g e m e n t  h a s  p laced  h is  r e p u ta t io n  on the 
line  and c h o s e n  only the  " b e s t"  v e n tu re s ,  puts  h im  (top m a n a g e ­
m e n t)  in  a p o s it io n  to  r a t i f y  o r  s a n c t io n  the a l t e r n a t iv e ( s )  su b m it te d .
The no tio n  th a t  top  m a n a g e m e n t  r a t i f i e s  m id d le  m a n a g e m e n t  
d e c is io n s  s e e m s  to  im p ly  so m e th in g  o th e r  th a n  a c a s e  of t r u ly  
l im i te d  f in a n c ia l  r e s o u r c e s .  T h is  f a c to r  coupled  w ith  the f ind ing  of 
B ow er of a v e r y  low r a te  of p r o je c t  r e je c t io n ,  and the in d ic a t io n  
in  th is  r e s e a r c h  th a t  p ro p o s a l s  by m id d le  m a n a g e r s  w e re  u s u a l ly  
a c c e p te d ,  o f fe r s  r e a s o n  to  p ro p o se  th a t  the  d e g r e e  to w hich  l im i te d  
r e s o u r c e s  a c t  a s  a c o n s t r a in in g  v a r ia b le  m a y  v a r y  a c r o s s  o r g a n i ­
z a t io n a l  l in e s .
The a l lo c a t io n  of s c a r c e  o r  l im i te d  f in a n c ia l  r e s o u r c e s  
to in v e s tm e n t  p r o je c t s  h a s  o f te n tim e s  b een  c i ted  a s  a m a jo r  
f a c to r  (if no t the m a jo r  fa c to r )  th a t  m u s t  be d e a l t  w ith  w hen
5 4 u y t e r h o e v e n ,  " G e n e r a l  M a n a g e r s  in  th e  M iddle, " p. 78.
238
co n d u c tin g  the  a f f a i r s  of m a jo r  c o r p o r a t io n s .  ^  T he i m p r e s s i o n  
g iv en  by  so m e  of the e x e c u t iv e s  in te rv ie w e d  w as  th a t  a s  long a s  th ey  
c a m e  up w ith  a p ro f i ta b le  in v e s tm e n t  p ro p o s a l ,  i t  w ould  be a c c e p te d .^  
T h is  in f e r s  th a t  funds n e c e s s a r y  to  s u p p o r t  the  p ro p o s a l  a l s o  had  to 
be a v a i la b le  a t  the t im e  of a c c e p ta n c e  o r  a t  som e fu tu re  d a te .
The id e a  th a t  f in a n c ia l  r e s o u r c e s  m a y  no t a c t  a s  a  c o n s t r a in t
to the  s a m e  d e g re e  in  a l l  o rg a n iz a t io n s  r e q u i r e s  th a t  one e x a m in e
the  abun d an ce  of s t r a t e g i c a l ly  o r ie n te d  p r o je c t s  a v a i la b le  to a f i r m
v i s - a - v i s  the  to ta l  am o u n t of funds a v a i la b le  fo r  th e s e  p r o je c t s .
F i r s t  of a l l ,  the m a g n itu d e  of p r o je c t s  i s  l im i te d  by the  e n v iro n m e n t
w ith in  w hich  the f i r m  (o r  d iv is io n )  i s  o p e ra t in g .  In  o th e r  w o rd s ,
in v e s tm e n t  p r o je c t s  m u s t  be c o n s is t e n t  w ith  the  p a r t i c u la r  s t r a t e g y
57th a t  the f i r m  h a s  c h o s e n  to p u r s u e .  Secondly , e a c h  p ro je c t  su b ­
m i t te d  h a s  p r e v io u s ly  p a s s e d  t e s t s  of ec o n o m ic  ju s t i f ic a t io n ,  in 
a d d it io n  to  a  m id d le  m a n a g e r  p u tt in g  h is  r e p u ta t io n  on the line  fo r  
i t s  a c c e p ta n c e .  The m a jo r  po in t to be m a d e  h e r e  i s  th a t  w hen  the
^ V a n  H o rn e ,  F in a n c ia l  M a n a g e m e n t , p. 15.
^ O n e  of the  e x e c u t iv e s  th a t  e x p r e s s e d  th is  v iew  had  r e c e n t ly  
su b m it te d  a p r o je c t  th a t  had  b e e n  a p p ro v e d  fo r  a ro u n d  fifty  m i l l io n  
d o l l a r s .  His v iew  w as  th a t  a s  long as  he could  co m e  up w ith  p r o f i t ­
ab le  p r o je c t s ,  top m a n a g e m e n t  would get h im  the  m oney .
®^For e x a m p le ,  one e x e c u t iv e  ta lk e d  abou t a  s t r a t e g ic  
d e c i s io n  w h e re  i t  w as  d e c id e d  no t to  in v e s t  in  a  p r o je c t  th a t  w as  
co m p a tib le  w ith  the  b u s in e s s  the  c o m p an y  w as  p r e s e n t ly  in . The 
b a s ic  r e a s o n in g  w a s  th a t  the  p r o je c t  w as  no t c o n s is te n t  w ith  the 
s t r a t e g y  they  w e re  a t te m p t in g  to ac h ie v e .
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above s ta te d  f a c to r s  a r e  c o n s id e re d ,  the to ta l  d o l l a r  am o u n t of 
s t r a t e g i c a l ly  o r ie n te d  v e n tu re s  m a y  not be a s  l a r g e  a s  one m ig h t  
e x p e c t ,  a t  l e a s t  in  r e la t io n  to the to ta l  a v a i la b i l i ty  of c a p i ta l  fo r  
l a r g e  c o r p o ra t io n s .
A th i rd  f a c to r  r e l a t e s  to  the  t im in g  of funds n e c e s s a r y  fo r  
a c c e p te d  p r o p o s a l s .  E v e n  though a p r o je c t  i s  a c c e p te d ,  t h e r e  m a y  
be (and u s u a l ly  is )  a lag  b e tw een  the t im e  the  p r o je c t  i s  a c c e p te d  and 
w hen  the  funds m u s t  be a v a i la b le .  C o n se q u e n t ly ,  p r o je c t s  invo lv ing  
c o n s id e ra b le  a m o u n ts  of m o n ey  m a y  be a c c e p te d  today  and not b egun  
u n t i l  nex t y e a r  and s p re a d  o v e r  the fo llow ing  two y e a r s .  The po in t 
h e r e  i s  th a t  top  m a n a g e m e n t  u su a l ly  h a s  c o n s id e ra b le  t im e  to  s e c u r e  
la r g e  a m o u n ts  of funds.
W ith two of the  above  f a c to r s  ten d in g  to l im i t  the abundance  
o f s t r a t e g i c  in v e s tm e n t  p r o je c t s  p ro p o se d ,  l a r g e  d iv is io n a l iz e d  
f i r m s  s e e m  to w o rk  u n d e r  co n d it io n s  w h e re  the  e x te n t  to w hich  
l im i te d  f in a n c ia l  r e s o u r c e s  a c t  a s  a c o n s t r a in in g  v a r ia b le  i s  no t a s  
g r e a t  a s  i t  m a y  be in s m a l l e r  c o r p o r a t io n s .  T h is  i s  a lso  due, in  
p a r t ,  to  the v a s t  s o u rc e s  a v a i la b le  to  the  f i r m s  fo r  ob ta in ing  l a r g e  
a m o u n ts  of c a p i ta l  a s  opposed  to th o se  a v a i la b le  to s m a l l e r  f i r m s .  
F u r th e r m o r e ,  the  r e l a t iv e ly  g r e a t e r  a v a i la b i l i ty  of c a p i ta l  o f fe r s  
s o m e  e x p la n a t io n  fo r  ch ie f  e x e c u t iv e s  b e ing  ab le  to r a t i f y  i n v e s t ­
m e n t  p ro p o s a l s .  R a t i f ic a t io n  m a y  be the e x c e p t io n  r a t h e r  th a n  the
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r u le  in  s m a l l e r  c o r p o ra t io n s  w h e re  l im i te d  f in a n c ia l  r e s o u r c e s  m a y  
a c t  a s  a c o n s t r a in in g  v a r ia b le  to a m u ch  g r e a t e r  d e g re e .
B e fo re  conclud ing  th is  c h a p te r ,  one a d d it io n a l  po in t should  
be m e n tio n e d  th a t  i s  of im p o r t  to  a  g e n e r a l  u n d e rs ta n d in g  of s t r a t e g y  
fo rm u la t io n ,  and r e l a t e s  to  the o v e ra l l  m a n a g e m e n t  of the  s t r a t e g i c  
p r o c e s s .  In a l l  f i r m s  e x c e p t  one, s t r a t e g y  fo rm u la t io n  s e e m e d  to 
be m o re  im p l ic i t  th a n  e x p l ic i t .  T ha t i s ,  t h e r e  w as  no in d ic a t io n  
th a t  any  a c tu a l  a t t e m p ts  w e re  m a d e  a t  d e f in in g  s t r a t e g y  in  som e 
f o rm a l  m a n n e r .  The p r o c e s s  of a c tu a l ly  w r i t in g  dow n the  s t r a t e g y  
of e a c h  of the  o p e ra t in g  u n i ts  in v e s t ig a te d  w as  so m e th in g  th a t  w as 
b e ing  done in  only  one c a s e .
The e x c e p t io n  to the above  s ta te m e n t  w as  co m p an y  B. I t  
s e e m s  th a t  th is  c o m p an y  had  r e c e n t ly  (w ith in  the p a s t  t h r e e  y e a r s )  
a c q u i r e d  a v e r y  s t r a t e g y - c o n s c io u s  p r e s id e n t .  T h is  h a s  a l r e a d y  
b een  e v id e n c e d  by  the fa c t  th a t  he  h ad  d ev e lo p ed  a c o m m it te e  fo r  
the  so le  p u rp o se  of a s s e s s i n g  p r e s e n t  s t r a t e g y  and co n te m p la t in g  
fu tu re  s t r a t e g ic  m o v e s .  T h is  w as  a l s o  e v id e n c e d  by the e x is te n c e  
of w hat w as  r e f e r r e d  to  by  the  com pany  a s  a B u s in e s s  D ir e c t io n  
P a p e r .  T h is  d o c u m e n t  w as  p r e p a r e d  and su b m it te d  to  the ch ie f
^® There w as  e v e n  a  n o t ic e a b le  d i f f e re n c e  in  the  f i r m s  
in v e s t ig a te d  fo r  th i s  p a p e r  w hen  one ju m p e d  f r o m  c o m p a n ie s  B,
C, D, and E ra n k in g  in  the top  t e n  p e r c e n t  of the F o r tu n e  "500"  to  
c o m p an y  A th a t  ra n k e d  in  the  2 0 0 's .  T his  w as  no ted  in  A 's  cho ice  
of f in a n c ia l ly  o r ie n te d  in fo rm a t io n  in p u ts  w h e r e v e r  p o s s ib le .
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e x e c u t iv e  o f f ic e r  by  e a c h  d iv is io n  g e n e r a l  m a n a g e r .  In  e s s e n c e ,  
the  d o c u m e n t  w as  a n  a r t ic u la t io n  of the  s t r a t e g y  of e a c h  p a r t i c u l a r  
o p e ra t in g  un it .  I t  in c lu d ed  su ch  i t e m s  as  the n a tu re  of the  b u s in e s s ,  
c o m p e ti t iv e  p o s i t io n ,  b u s in e s s  o b je c t iv e ,  k ey  p r o b le m  a r e a s ,  
s t r a t e g i c  a p p ro a c h ,  a l t e r n a t iv e s ,  and p r o g r e s s  g u id e l in e s .
The c o m p le te  la c k  of s im i l a r  a r t i c u la t io n s  of s t r a t e g y  in  the  
o th e r  fo u r  f i r m s  m ig h t  be a n  in d ic a t io n  th a t  c o r p o r a te  s t r a t e g y  is  
m o re  o ften  a p p ro a c h e d  on a n  ad hoc b a s i s .  The fa c t  th a t  co m p an y  
B w as  m o re  f o r m a l  a t  th e i r  s t r a t e g i c  p lan n in g  t a s k s  r e f l e c t s  on the 
d e g re e  of s o p h is t ic a t io n  u se d  in  m an ag in g  the s t r a t e g i c  p r o c e s s .  
T h e o re t ic a l ly ,  the  h ig h e r  d e g re e  of s o p h is t ic a t io n  should  a llow  each  
d iv is io n a l  m a n a g e r  to in i t ia te  p r o je c t s  w ith in  h is  d e f in ed  c o n cep t  of 
s t r a te g y ,  th u s  r e d u c in g  the p o s s ib i l i ty  to  p ro c e e d  ad hoc f ro m  
s i tu a t io n  to  s i tu a t io n .
In  g e n e r a l ,  i t  s e e m e d  th a t  e a c h  of the  e x e c u t iv e s  o th e r  th a n  
B had  c l e a r  c o n c e p t io n s  in  th e i r  own m in d s  of the  b u s in e s s  th e y  w e re  
in  and w h e re  th e y  w e r e  h ead ed .  The in d ic a t io n  h e r e  i s  th a t  the 
a r t i c u la t io n  of s t r a t e g y  le f t  so m e th in g  to be  d e s i r e d  in  fo u r  of the 
f i r m s .  A lthough  the finding of th is  r e s e a r c h  c an n o t  be r e g a r d e d  as  
c o n c lu s iv e ,  t h e r e  i s  an  in d ic a t io n  th a t  (at l e a s t  in  fo u r  of the f i r m s )  
m a n a g e m e n t  of the s t r a t e g ic  p r o c e s s  i s  a p p ro a c h e d  in  a  m a n n e r
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th a t  r e s u l t s  in  so m e th in g  o th e r  th a n  a c l e a r  a r t i c u la t i o n  of co m p an y  
o r  d iv is io n a l  s t r a te g y .  ^9
C h a p te r  S u m m a ry
T h is  r e p o r t  r e p r e s e n t s  a n  a n a ly s is  of d a ta  g a th e re d  f r o m  
r e s e a r c h  conduc ted  w ith  five e x e c u t iv e s  f r o m  l a r g e  d iv is io n a l iz e d  
c o r p o ra t io n s .  The p r e s e n ta t io n  is  a n a ly t ic a l ,  e x p la in in g  how and 
why c e r t a i n  p h en o m e n a  o c c u r r e d  w h e n e v e r  p o s s ib le .
The f i r s t  p o r t io n  of the c h a p te r  focu sed  on im p o r ta n t  i n f o r ­
m a tio n  in p u ts  n e c e s s a r y  to  r e l a t e  a  f i r m  to i t s  e n v i ro n m e n t .  In 
m a n y  c a s e s ,  the c h o ic e s  of the  e x e c u t iv e s  w e re  b ack ed  up by c o m ­
m e n ts  and r e l e v a n t  co m p a n y  d o c u m e n ts .  Beyond th i s ,  th e  i n f o r m a ­
tion  in p u ts  p ro v id e d  a v e h ic le  fo r  r e t r i e v in g  a d d i t io n a l  d a ta  th a t  led  
to  the  d e v e lo p m e n t  of a  n u m b e r  of in s ig h ts  w hich  h e lp  to -e x p la in  
the f o rm u la t io n  of s t r a te g y .  Some of th e se  in s ig h ts  w e r e  th a t  (1) 
o v e r  tw o - th i r d s  of the  in fo rm a t io n  w as  r e c e iv e d  v ia  r e p o r t s ,  (2 ) the 
s o u r c e s  of the  r e p o r t s  w e re  peop le  (o r  g ro u p s  of people)  s p e c i f ic a l ly  
a s s ig n e d  the ta sk ,  and (3) o v e r  h a lf  of the r e p o r t s  w e re  r e c e iv e d  on 
a  p r e d e t e r m in e d  b a s i s .
The p re v io u s  f ind ings  a lso  led  to id e n t i f ic a t io n  of o th e r  co n ­
c e p ts  su ch  a s  ( 1 ) o p e ra t in g  u n its  of l a r g e  f i r m s  e x i s t  in  d i f f e r e n t
59 F o r  a  s ta t e m e n t  c o n c e rn in g  how the s t r a t e g i c  p r o c e s s  
should  be m a n a g e d ,  see  C h r i s te n s e n ,  e t  a l .  , B u s in e s s  P o l ic y , 
pp. 862-67 .
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s ta g e s  of s t r a t e g y  d e v e lo p m e n t ,  ( 2 ) t h e r e  e x i s t s  a  r e la t io n s h ip  
b e tw e e n  the  s ta g e s  and  the  m ode of scan n in g  u t i l iz e d  by  e x e c u t iv e s  
h e a d in g  the  o p e ra t in g  u n i ts ,  and  (3) a  r e l a t iv e ly  s m a l l  n u m b e r  of 
peop le  tak e  p a r t  i n  the  p r o c e s s in g  of s t r a t e g i c  in fo rm a t io n .
A d i s c u s s io n  of who m a k e s  the  f in a l  s t r a t e g i c  d e c is io n s ,  
the c r i t e r i a  th a t  a r e  u se d ,  and the  f re q u e n c y  of r e - e v a lu a t io n  of 
d e c i s io n s  p ro v id e d  f u r th e r  ex p la n a t io n  of the  p r o c e s s  of f o rm u la t in g  
s t r a te g y .  A m ong the  m o re  im p o r ta n t  f in d in g s  f r o m  th e se  d a ta  a r e  
th a t  ( 1 ) s t r a t e g y  w as  in d ic a te d  a s  be ing  m o n i to re d  on a  con tinuous  
b a s i s  in  t h r e e  out of five c a s e s ,  (2 ) the o v e r a l l  m a n a g e m e n t  of the 
s t r a t e g ic  p r o c e s s  s e e m e d  to  be m o r e  im p l i c i t  th a n  e x p l ic i t ,  and 
(3) the a c tu a l  f o r m u l a t o r s  of s t r a t e g y  m a y  e x i s t  a t  l e v e ls  below  the  
ch ie f  e x e c u t iv e  in  l a r g e  d iv is io n a l iz e d  c o r p o r a t io n s .  T h is  l a t t e r  
find ing  q u e s t io n s  the no tion  th a t  th e r e  e x i s t s  one p e r s o n  ac t in g  as  
the c h ie f  s t r a t e g i s t  in  l a r g e  d iv i s io n a l iz e d  c o r p o r a t io n s .
F in a l ly ,  t h e r e  w as  c o n s id e ra b le  in d ic a t io n  d u r in g  the c o u r s e  
of the in te rv ie w s ,  and  a s  a  r e s u l t  o f  a q u e s t io n  p o sed ,  th a t  s u p p o r ts  
the  id e a  th a t  s t r a t e g y  c a n  be  d e f in ed  b y  the f ive  C j v a r i a b le s  d e v e l ­
oped in  the  t h e o r e t i c a l  p o r t io n  of th is  p a p e r .  The in d ic a t io n  w as  
th a t  th is  d e f in i t io n  could  no t on ly  be u se d  to r e s e a r c h  the  co n cep t of 
s t r a te g y ,  bu t a l s o  to e x p la in  and d e s c r ib e  s t r a t e g y  in  a  m o re  
a n a ly t ic a l  m a n n e r  fo r  the  p u rp o se  of fo rm u la t in g  and a r t ic u la t in g  
the  c o n c e p t  in  a c tu a l  o rg a n iz a t io n a l  s e t t in g s .  The a g r e e m e n t  o f fe re d
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b y  the  e x e c u t iv e s  len d s  s u p p o r t  fo r  f u r th e r  d e v e lo p m e n t  and  u se  of 
th is  co n c e p t  in  bo th  te a c h in g  and r e s e a r c h i n g  c o r p o r a te  s t r a te g y .
C H A P T E R  VII
CONCLUSIONS AND DIRECTIO N  FOR FU T U R E RESEA RCH
A m a jo r  p u rp o s e  of the  f in a l  c h a p te r  of th is  p a p e r  is  to  
fu lf i l l  a th i rd  o b je c t iv e  of the e m p i r i c a l  w o rk  w hich  is  to  supply  
d i r e c t io n  fo r  fu tu re  r e s e a r c h .  T h is  d i r e c t io n  is  o f fe re d  in the f o rm  
of h y p o th e se s  and th e n  g u id e l in e s  fo r  fu tu re  r e s e a r c h .  The r e m a i n ­
d e r  of the c h a p te r  r e p o r t s  on im p l ic a t io n s  of th is  s tudy (both the 
th e o r e t ic a l  and e m p i r i c a l  w ork )  fo r  t e a c h e r s ,  r e s e a r c h e r s ,  and 
p r a c t i t i o n e r s  fo cu s in g  on the  f ie ld  of c o r p o r a te  s t r a te g y .  The 
c h a p te r  co n c lu d es  w ith  a  s e c t io n  b r ie f ly  d e s c r ib in g  the s tudy  in  
t e r m s  of the o b je c t iv e s  ach ie v e d  and the r e la t io n s h ip  b e tw e e n  the 
t h e o r e t ic a l  and e m p i r i c a l  p o r t io n s  of th e  p a p e r .
H y p o th e se s  and G u id e lin es  fo r  F u tu re  R e s e a r c h  
The b a s ic  c o n c lu s io n s  of th is  r e s e a r c h  e f fo r t  a r e  in  the  f o rm  
of h y p o th e se s  th a t  w ill  be u se fu l  to w a rd  the  f u r th e r  d e v e lo p m e n t  of 
the f ie ld  of c o r p o r a te  s t r a te g y .  The h y p o th e se s  e m a n a te  d i r e c t ly  
f ro m  the d a ta  g a th e re d  fo r  th is  r e s e a r c h  th a t  w e re  p r e s e n te d  and 
a n a ly z e d  in  the p re v io u s  c h a p te r .  In  a l l  c a s e s ,  the  h y p o th e se s
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r e l a t e  to  so m e  p h a se  o r  a s p e c t  of s t r a t e g y  fo rm u la t io n  a s  i t  h a s  
b een  r e f e r r e d  to  p r e v io u s ly  in  F ig u re  V - l .  The l i s t in g  i s  not 
in ten d ed  to be e x h a u s t iv e ,  and the  r e p o r t in g  h a s  b een  l im i te d  to 
th o se  h y p o th e se s  th a t ,  in  the b e s t  ju d g m e n t  of the r e s e a r c h e r ,  w ill  
c o n tr ib u te  m o s t  s ig n if ic a n t ly  to  the fu tu re  d e v e lo p m e n t  of the f ie ld  
of c o r p o ra te  s t r a te g y .
H y p o th e se s  R e la te d  to  R a t i f ic a t io n ,  A r t ic u la t io n ,  
and the R o le s  of D if fe re n t  E x e c u t iv e  L e v e ls  
in  the P r o c e s s  of F o rm u la t in g  S t ra te g y
The f i r s t  g ro u p  of h y p o th e se s  th a t  w ill  be p r e s e n te d  h e r e  
r e l a t e  to the d i s c u s s io n  in  the p r e v io u s  c h a p te r  c o n c e rn in g  v a r io u s  
e x e c u t iv e s  in  the  o rg a n iz a t io n  and th e i r  ro le  in  the  fo rm u la t io n  of 
s t r a te g y .  M ore  sp e c i f ic a l ly ,  i t  should  be r e c a l l e d  th a t  ev id en ce  
g a th e re d  in  th is  r e s e a r c h  s u g g e s ts  th a t  top le v e l  e x e c u t iv e s  a c t  a s  
r a t i f i e r s  of s t r a t e g y  th a t  h a s  b e e n  t r a n s l a t e d  in to  in v e s tm e n t  
p ro p o s a l s  s e n t  to  th e m  by  m a n a g e r s  h ead in g  o p e ra t in g  u n its  of the 
com pany . * In o r d e r  to  b e t t e r  u n d e r s ta n d  th is  concep t,  i t s  r a m i f i ­
c a t io n s  on s t r a t e g y  fo rm u la t io n ,  and c e r t a i n  h y p o th e se s  r e la te d  to 
i t ,  F ig u re  VII- 1 h a s  b e e n  d ev e lo p ed .
I t  should  a ls o  be r e c a l l e d  th a t  th i s  finding c o r r o b o r a t e s  
w h a t B ow er s u g g e s ts  f r o m  r e s e a r c h  in  one la rg e  d iv is io n a l iz e d  
c o r p o ra t io n .  J o s e p h  L. B ow er, M anaging  the  R e s o u rc e  A llo c a t io n  
P r o c e s s  (Hom ewood, I l l in o is :  R ic h a rd  D. I rw in ,  Inc. , 1972), 
c i te d  in  C. R oland  C h r i s te n s e n ,  K enneth  R. A n d re w s ,  and J o se p h  
L. B ow er,  B u s in e s s  P o l ic y  T ex t and C a s e s  (H om ew ood. I l l in o is :  
R ic h a rd  D. I rw in ,  I n c . ,  1973), p. 863.
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FIG U RE VII- 1 
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F ig u re  V II -1 is  a  p a r t i a l  o rg a n iz a t io n  c h a r t  of a l a r g e  
d iv is io n a l iz e d  c o rp o ra t io n .  The f ig u re  b r e a k s  down the  u p p e r  
o rg a n iz a t io n a l  h i e r a r c h y  in to  fo u r  le v e l s .  A t the f i r s t  l e v e l  is  the 
o ffice  of the c h ie f  ex e c u tiv e  o r  le v e l  one e x e c u t iv e s  in  su ch  o r g a n i ­
z a t io n s .  S ince m o s t  l a r g e  d iv is io n a l iz e d  c o r p o r a t io n s  a r e  b ro k e n  
down in to  p ro d u c t  r e la te d  a r e a s ,  the n ex t  le v e l  i s  c h a r a c t e r i z e d  by 
a n u m b e r  of o p e ra t in g  c o m p a n ie s ,  e a c h  h ead ed  by  a second  le v e l  
e x e c u t iv e .  On the th i rd  le v e l  in  the f ig u re  e x i s t s  w hat w il l  be 
r e f e r r e d  to  a s  the o p e ra t in g  u n its  of the com pany . F o r  the m o s t  
p a r t ,  the e x e c u t iv e s  in te rv ie w e d  fo r  th is  r e s e a r c h  head  o p e ra t in g  
u n i ts  a t  th is  le v e l  in  la r g e  d iv is io n a l iz e d  c o r p o ra t io n s .  The fo u r th  
le v e l  in  the  f ig u re  d e p ic ts  a  n u m b e r  of m a n u fa c tu r in g  u n its  th a t  
r e p o r t  to the ex e c u tiv e  head in g  the o p e ra t in g  un it .  In  e s s e n c e ,  
F ig u re  V I I -1 is  an  a t te m p t  to p o r t r a y  c e r t a in  e v e n ts  r e l a t e d  to 
s t r a t e g y  fo rm u la t io n  as  d e s c r ib e d  by the le v e l  th r e e  e x e c u t iv e s  
in te rv ie w e d .
The f i r s t  r e la t io n s h ip  p ro p o se d  c o n c e rn s  the r a t i f i c a t io n  of 
lo w e r  le v e l  s t r a t e g y  by C E O 's  (C h ief  E x e c u t iv e  O f f ic e r s )  in la rg e  
d iv is io n a l iz e d  c o r p o ra t io n s .  I t  i s  h y p o th e s iz e d  tha t:
H j:  C E O 's  in  l a r g e  d iv is io n a l iz e d  c o r p o ra t io n s  tend
to r a t i fy  s t r a g e g ic  in v e s tm e n t  p ro p o s a l s  s e n t  
to th e m  by th i rd  le v e l  m a n a g e r s .
The r a t io n a le  behind  th is  h y p o th e s is  w as  p r e s e n te d  in  C h a p te r  IV.
The ex p la n a t io n  in c lu d ed  c o m m e n ts  o f fe re d  by the  m id d le  le v e l
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m a n a g e r s  c o n c e rn in g  the a c c e p ta n c e  of s t r a t e g i c  in v e s tm e n t  p r o ­
p o s a ls ,  th e  f o r m a l i ty  a s s o c ia te d  w ith  the  a p p ro v a l  of p r o je c t s ,  and 
the no tio n  of r a t i f i c a t io n  su g g e s te d  by r e c e n t  r e s e a r c h .
The fa c t  th a t  o p e ra t in g  co m p an y  h e a d s  h a v e  not b een  
m e n tio n e d  in  th is  r e s e a r c h  should  be  e x p la in e d  b e fo re  d e p a r t in g  
f ro m  th is  po in t.  A m a j o r  r e a s o n  i s  th a t  th e se  m a n a g e r s  w e re  
beyond  the  scope  of the  r e s e a r c h  conduc ted . A second  r e a s o n  is  
th a t  the d i s c u s s io n  c a r r i e d  on w ith  le v e l  t h r e e  m a n a g e r s  invo lved  
s t r a t e g i c a l l y  o r ie n te d  in v e s tm e n t  p r o je c t s  th a t  r e q u i r e d  the a p p ro v a l  
of the  CEO. E x e c u t iv e s  h e a d in g  the  le v e l  two u n its  did no t have 
the a u th o r i ty  to d e a l  w ith  p r o je c t s .  S ince p r o j e c t s  h av ing  s u b s ta n t ia l  
im p a c t  on s t r a t e g y  g e n e r a l ly  r e q u i r e  the a p p ro v a l  of the CEO, 
second  le v e l  m a n a g e r s  d id  no t e n t e r  into the d i s c u s s io n .
The no tion  th a t  C E O 's  a r e  r a t i f i e r s  le a d s  one to h y p o th e s iz e
that:
H 2 : E x e c u t iv e s  h e a d in g  f a i r l y  au to n o m o u s
o p e ra t in g  u n i ts  in  l a r g e  d iv is io n a l iz e d  
c o r p o r a t io n s  a r e  the p r i m a r y  f o rm u -  
l a to r s  of co m p an y  s t r a te g y .
The f a c to r s  s u p p o r t in g  th is  h y p o th e s is  w e re  a lso  d e s c r ib e d  in  the
p re v io u s  c h a p te r .  It w as  no ted  a t  th a t  t im e  th a t  the le v e l  th re e
m a n a g e r s  th a t  w e re  in v e s t ig a te d  no t only  a n a ly z e d  and  su b m it te d
s t r a t e g i c  p r o p o s a l s ,  b u t  w e re  a l s o  i n s t r u m e n ta l  in  d ev e lo p in g  the
A s no ted  p re v io u s ly  in  C h a p te r  VI, one e x a m p le  of a  p r o je c t  
r e q u i r e d  a to ta l  c a p i ta l  o u tlay  of a ro u n d  fifty  m i l l io n  d o l l a r s .
250
id e a s  fo r  p r o je c t s  th a t  lead  to  m a in ta in in g  o r  a c h ie v in g  a d e s i r e d  
s t r a t e g i c  p o s tu r e .  F u r t h e r  ju s t i f i c a t io n  fo r  su ch  a h y p o th e s is  i s  
ob ta in ed  w hen  one c o n s id e r s  the  v a s tn e s s  and c o m p le x i ty  in h e re n t  
in  the l a r g e  d iv is io n a l iz e d  c o r p o ra t io n s  c h a r a c t e r i z e d  by a n u m b e r  
of o p e ra t in g  u n its  in  d iv e r s e  l in e s  of b u s in e s s .  In v e r y  s im p le  
t e r m s ,  i t  s e e m s  a lm o s t  im p o s s ib le  fo r  one m a n  to  han d le  the ta s k  
of ch ie f  s t r a t e g i s t  in su ch  o rg a n iz a t io n s .  T h u s ,  a p o s s ib le  
e x p la n a t io n  fo r  lo w e r  le v e l  m a n a g e r s  b e in g  the  a c tu a l  f o r m u la to r s  
of s t r a t e g y  is th a t  the CEO  o r  any  one p e r s o n  i s  no t c a p ab le  of 
p e r fo r m in g  the ta sk .
The follow ing h y p o th e s is  fo llow s f ro m  p re v io u s  c o m m e n ts  
p e r ta in in g  to w h e re  s t r a t e g y  is  a c tu a l ly  f o rm u la te d  in  la r g e  d iv i s io n ­
a l iz e d  c o r p o ra t io n s .
H 3 : O p e ra t in g  u n its  in  l a r g e  d iv is io n a l iz e d
c o r p o ra t io n s  d ev e lo p  s t r a t e g y  fo r  t h e i r  b u s in e s s ,  
and the  s t r a t e g y  of the c o r p o ra t io n  is  the  su m  
of the s t r a t e g i e s  of the o p e ra t in g  u n i ts .
The no tion  im p lie d  h e r e  i s  th a t  it is u n l ik e ly  th a t  t h e r e  e x i s t s  such
a c o n c e p t  as  a "g ra n d  s t r a t e g y "  fo r  l a r g e  d iv is io n a l iz e d  c o r p o r a t io n s .
As the a r r o w s  in  F ig u re  V II-1 in d ic a te ,  s t r a t e g y  flow s u p w ard  f ro m
le v e l  th r e e  to le v e l  one. T h is  is  c o n s is te n t  w ith  the no tion  tha t
id e a s  fo r  s t r a t e g i c  m o v e s  a r e  g e n e ra te d  a t  lo w e r  levels '^  m a in ly
^ C h r i s te n s e n ,  e t  a l .  , B u s in e s s  P o l i c y , p. 862.
^B o w e r,  T he R e s o u rc e  A llo c a t io n  P r o c e s s , p. 20. B ow er 
s u g g e s ts  th a t  "new s t r a t e g i c  i d e a s "  a r e  g e n e r a te d  a t  the th i rd  lev e l .
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b e c a u s e  the  e x e c u t iv e s  a t  th is  le v e l  a r e  c lo s e r  to  the  a c t io n  and a r e  
in  c o n s ta n t  c o n ta c t  w ith  the r e le v a n t  s t r a t e g i c  in fo rm a t io n .
The id e a s  p r e s e n te d  so f a r  c o n c e rn in g  r a t i f i c a t io n ,  the 
fo rm u la t io n  of s t r a t e g y  a t  lo w e r  l e v e ls ,  and the scope  of s t r a t e g i c  
in v o lv e m e n t  th a t  can  be h an d led  by one ex e c u tiv e  le a d  to the  fo llow ­
ing h y p o th e s iz e d  re la t io n s h ip :
H^: A s one p r o c e e d s  f r o m  l a r g e  d iv is io n a l iz e d
c o r p o ra t io n s  to c o r p o ra t io n s  of s m a l l e r  s iz e  
(as  in d ic a te d  by  s a le s )  and c o m p le x i ty  (as  
in d ic a te d  by p ro d u c t  d iv e r s i ty ) ,  the c h ie f  
e x e c u t iv e  o f f ic e r  w il l  do m o re  fo rm u la t in g  
and l e s s  ra t i fy in g  u n ti l  the point is  r e a c h e d  
w h e re  he (the CEO) is  the ch ie f  s t r a t e g i s t  
of the c o rp o ra t io n .
The log ic  behind th is  h y p o th e s is  i s  th a t  the job  of c h ie f  s t r a t e g i s t  in  
l a r g e  d iv is io n a l iz e d  c o r p o ra t io n s  is  m o re  than  one p e r s o n  can  c o n ­
ce iv e  of. H ow ever ,  e x e c u t iv e s  h ead in g  o p e ra t in g  u n its  a t  the  th i r d  
le v e l  in  the  m a n a g e m e n t  h i e r a r c h y  a r e ,  in  e f fe c t ,  the  s t r a t e g i s t s  of 
t h e i r  r e s p e c t iv e  u n i ts .  The po in t i s  th a t  the scope of o p e ra t io n s  i s  
an  im p o r ta n t  v a r ia b le  r e l a t e d  to  s t r a t e g y  fo rm u la t io n .  F o r  
e x a m p le ,  if  the d iv is io n s  in v e s t ig a te d  fo r  th is  r e s e a r c h  w e re  
in d e p e n d e n t  c o m p a n ie s ,  th e i r  s a le s  would p lace  two of th e m  in the 
top fo u r  h u n d red  fifty , two of th e m  in the top s ix  h u n d re d ,  and one 
of th e m  in the top nine h u n d re d  of F o r tu n e 's  f i r s t  and second  five 
h u n d re d  l a r g e s t  i n d u s t r i a l  c o r p o ra t io n s .  T h e se  f a c to r s  lead  one
^ " F o r t u n e 's  D i r e c to r y  of the 500 L a r g e s t  I n d u s t r ia l  
C o r p o r a t io n s ,  " F o r tu n e , May, 1974, pp. 230-51 , and " F o r t u n e 's
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to in f e r  th a t  the e x e c u t iv e s  in te rv ie w e d  could  be the ch ie f  s t r a t e g i s t s  
of in d e p e n d e n t  c o r p o ra t io n s ,  a t  l e a s t  the s iz e  of the  d iv is io n s  they  
p r e s e n t ly  h ead .  ^
The id e a  th a t  C E O 's  of s m a l l e r  and l e s s  c o m p lex  c o r p o r a ­
t io n s  do l e s s  r a t i fy in g  and m o re  fo rm u la t in g  r e f l e c t s  a g r e a t e r  
d e g r e e  of in v o lv e m e n t  in  the  fo rm u la t in g  ta sk .  As f o rm u la to r  of 
s t r a te g y ,  he r e v ie w s  id e a s  and in fo rm a t io n  (see  F ig u re  V I I -1) th a t  
m u s t  be m o ld e d  in to  v e n tu re s  th a t  w il l  b en e f i t  h is  un it  s t r a t e g ic a l ly .  
C o n se q u e n tly ,  C E O 's  fo rm u la t in g  s t r a t e g y  in  s m a l l e r  c o r p o ra t io n s  
a r e  invo lved  w ith  ch o ice  am ong , a s  opposed  to r a t i f i c a t io n  of, 
s t r a t e g ic  a l t e r n a t iv e s .
The n ex t  five h y p o th e se s  a r e  in ten d ed  to  o f fe r  v a r io u s  
p o te n t ia l  e x p la n a t io n s  fo r  the ro le  of the  ch ie f  e x e c u t iv e  a s  a 
r a t i f i e r  of s t r a t e g i c  in v e s tm e n t  p r o p o s a l s .  They a ls o  r e l a t e  to 
m a n a g in g  the p r o c e s s  of s t r a t e g y  fo rm u la t io n  in  l a r g e  d iv is io n a l iz e d  
f i r m s .  T h is  p r o c e s s  i s  often  d i s c u s s e d  (n o rm a tiv e ly )  a s  one w h e re  
the ch ie f  ex e c u tiv e  c a r e fu l ly  a r t i c u la te s  s t r a t e g y  down th ro u g h  the 
v a r io u s  d iv is io n s  and  o p e ra t in g  un its  of the com pany . The f ind ings
5
(continued) D i r e c to r y  of the Second 500 L a r g e s t  I n d u s t r i a l  
C o r p o r a t io n s , "  F o r tu n e , Ju n e ,  1974, pp. 160-81.
^ T h is  a s s u m e s  th a t  t a s k s ,  such  as  r e p o r t in g  to s to c k h o ld e r s  
and s e c u r in g  funds fo r  o p e ra t io n s ,  a r e  not so o v e rw h e lm in g  th a t  
th e y  d e t r a c t  f r o m  s t r a t e g y  r e l a t e d  i s s u e s .  It a lso  a s s u m e s  a d ­
d i t io n a l  f a c to r s ,  su ch  a s  a s im i l a r  le v e l  of te c h n ic a l  c o m p e te n c e  
r e q u i r e d .
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of th is  r e s e a r c h  in d ic a te  th a t  the  fo llow ing h y p o th e s iz e d  r e l a t io n ­
ship  m a y  be m o re  a p p r o p r ia te .
H^: C le a r  a r t i c u la t io n  of s t r a t e g y  f ro m  the
CEO  to v a r io u s  o p e ra t in g  u n its  i s  s e ld o m  
a c h a r a c t e r i s t i c  of the fo rm u la t io n  p r o c e s s  
in  la rg e  d iv is io n a l iz e d  c o r p o ra t io n s .
The in d ic a t io n  r e c e iv e d  f r o m  the  e x e c u t iv e s  in te rv ie w e d  w as  th a t
s t r a t e g y  flow ed u p w ard  in  the o rg a n iz a t io n  as  d e p ic te d  in  F ig u re
VII- 1. T h is  i s  c o n s is te n t  w ith  the  v iew s  p ro p o se d  so f a r  and
e s p e c ia l ly  w ith  the ro le  of the m id d le  m a n a g e r  a s  a  f o r m u la to r
of s t r a te g y .
The r e la t io n s h ip s  th a t  e x is t  am ong  the co n cep ts  of a r t i c u l a ­
tion , r a t i f ic a t io n ,  and the ro le  of the  m id d le  m a n a g e r  s t im u la te  
f u r th e r  h y p o th e se s  th a t  (when in v e s t ig a te d )  m ay  h e lp  to  m o re  
p r e c i s e l y  e x p la in  f a c to r s  invo lved  in  m an a g in g  the s t r a t e g i c  p r o c e s s .  
The f i r s t  of th e se  is a s  follow s:
H^: C E O 's  of l a r g e  d iv is io n a l iz e d  c o r p o ra t io n s
ra t i f y  s t r a t e g ic  in v e s tm e n t  p ro p o s a l s  
b e c a u s e  they  have  c h o se n  to  ap p ro v e  r a t h e r  
th a n  d ic ta te  the s t r a t e g i c  d i r e c t io n  of 
in d iv id u a l o p e ra t in g  u n its .
T h is  h y p o th e s is  su g g e s ts  th a t  the  CEO h as  not c h o se n  to fo rm u la te
a s t r a t e g y  fo r  the e n t i r e  e n t e r p r i s e .  In s te a d ,  he h a s  c h o se n  to  ru n
the  e n t e r p r i s e  a s  au to n o m o u s  o p e ra t in g  u n its  e a c h  w ith  i t s  own
s tr a te g y .
Given the la c k  of a c l e a r  a r t ic u la t io n  of s t r a t e g y  and the 
fa c t  th a t  l a r g e  d iv is io n a l iz e d  c o m p a n ie s  a r e ,  in m o s t  in s ta n c e s ,
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r e la t iv e ly  s u c c e s s fu l ,  le a d s  one to h y p o th e s iz e  tha t:
Hy: The a b s e n c e  of a  c l e a r  a r t i c u la t io n  of
s t r a t e g y  by  the CEO  f o r c e s  e x e c u t iv e s  
h ead in g  o p e ra t in g  u n its  to choose  the  
d i r e c t io n  th ey  fe e l  i s  b e s t  fo r  the un it  
they  g o v e rn .  ?
In  o th e r  w o rd s ,  i t  should  not be c o n s tru e d  th a t  the r e l a t iv e  s u c c e s s  
o r  f a i lu r e  of a f i r m  i s  d ep en d en t  e n t i r e ly  on s t r a t e g y  b e ing  s u c c e s s ­
fu lly  a r t ic u la te d .  A c l e a r  r e la t io n s h ip  b e tw e e n  s u c c e s s  and how w ell  
s t r a t e g y  h a s  b een  a r t ic u la te d  h a s  not b een  d e v e lo p ed .  The point i s  
th a t  in c a s e s  w h e re  s t r a t e g y  h a s  not b een  e x p l ic i t ly  d ev e lo p ed  and 
conveyed  by C E O 's  (w hich is  r e a s o n a b le  to  p r e s u m e ) ,  the r e la t iv e  
s u c c e s s  of la r g e  d iv is io n a l iz e d  c o r p o ra t io n s  in d ic a te s  th a t  som eone  
i s  k eep in g  the  o rg a n iz a t io n  on a  v iab le  c o u r s e .  The p re c e d in g  
h y p o th e s is  p ro p o s e s  th a t  o p e ra t in g  m a n a g e r s  a r e  fo rc e d  to p e r f o r m  
the t a s k  due, in  p a r t ,  to th e i r  r e s p o n s ib i l i ty  to the  to ta l  c o rp o ra t io n  
a s  m e a s u r e d  by the p ro f i t  p e r fo r m a n c e  of th e i r  un it .  P r o f i t  
r e s p o n s ib i l i ty ,  then , p ro v id e s  a  " d r iv in g  fo rc e "  th a t  c a u s e s  
m a n a g e r s  to d ev e lo p  th e i r  own s t r a t e g i e s  in  the a b s e n c e  of d i r e c t io n  
g iven  to  th e m  by the  CEO.
^W ill iam  D. Guth and R en a to  T a g iu r i ,  " P e r s o n a l  V alues  and 
C o r p o r a te  S tra te g y ,  " H a rv a rd  B u s in e s s  R e v ie w , XLUI (S e p te m b e r -  
O c to b e r ,  1965), p. 127. T h e se  a u th o r s  have  p ro p o se d  so m e th in g  
v e ry  s im i l a r  w hen  th ey  s u g g e s t  tha t ,  "In  the a b s e n c e  of a v iab le  
d e g re e  of c o n s e n su s  on a p a r t i c u la r  s e t  of g o a ls  and p o l ic ie s ,  e a c h  
ex e c u tiv e  w il l  tend  to  behave  in  a c c o rd a n c e  w ith  h is  own co n cep t  
and , in  tu rn ,  h is  own v a lu e s .  "
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An a d d i t io n a l  h y p o th e s is  c a n  be o f fe re d  th a t  m ig h t  c o n t r ib u te  
to ex p la in in g  the ro le  of the ch ie f  e x ecu tiv e  o f f ic e r  a s  a  r a t i f i e r  in  
the  c o u r s e  of m a n a g in g  the s t r a t e g ic  p r o c e s s .
Hg: C E O 's  in  l a r g e  d iv is io n a l iz e d  c o r p o r a t io n s
ra t i f y  s t r a t e g i c  in v e s tm e n t  p r o p o s a l s  
b e c a u s e  th ey  h a v e  e x p l ic i t ly  conveyed  a 
s t r a t e g y  to the v a r io u s  o p e ra t in g  u n its  
and , a s  a r e s u l t ,  the  p r o je c t s  co m in g  to 
th e m  fo r  a p p ro v a l  a r e  c o n s is te n t  w ith  
the d i r e c t io n  they  have  c h o se n  fo r  the 
c o rp o ra t io n .
T h is  h y p o th e s is  m u s t  be t e s te d  b e fo re  one could  p o s i t iv e ly  conc lude  
th a t  C E O 's  r a t i f y  b e c a u s e  th ey  do no t a r t i c u la t e  s t r a t e g y .  If c h ie f  
e x e c u t iv e s  a c tu a l ly  do a r t i c u la te  s t r a t e g y  dow n th ro u g h  the  o r g a n i ­
za tio n ,  th e n  i t  should  be in c o r p o ra te d  in to  F ig u re  V I I -1.
Two f u r th e r  h y p o th e se s  m a y  h e lp  to e x p la in  (w hen te s te d )  the 
co n d it io n s  u n d e r  which r a t i f i c a t io n  of in v e s tm e n t  p r o je c t s  ta k e s  
p la c e .  The h y p o th e se s  e m a n a te  d i r e c t ly  f ro m  the  type of e x e c u t iv e  
in te rv ie w e d  fo r  th is  r e s e a r c h .  The e x e c u t iv e s  in te rv ie w e d  w e re
p e rc e iv e d  as  be ing  e x t r e m e ly  p r o fe s s io n a l  and s u c c e s s fu l  in  th e i r
\
p a r t i c u l a r  p o s i t io n s .  T h is  le a d s  one to  h y p o th e s iz e  that:
H^: W h e th e r  o r  not s t r a t e g ic  in v e s tm e n t
p ro p o s a l s  f r o m  o p e ra t in g  e x e c u t iv e s  a r e  
ra t i f i e d  (as  opposed  to b e ing  th o ro u g h ly  
e x a m in e d  f o r  a p p r o p r i a t e n e s s  w ith  to ta l  
co m p an y  o b je c t iv e s )  w ill  depend  on the 
c o m p e te n c e  of e x e c u t iv e s  of the o p e ra t in g  
u n its  a s  v iew ed by the  CEO.
F r o m  the r e s e a r c h  co nduc ted  fo r  th is  s tudy , i t  s e e m s  v e r y  p o s s ib le
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th a t  the  e x e c u t iv e s  in te rv ie w e d  m a y  have  had p r o je c t s  e a s i ly  a c ­
c e p ted  ( ra t i f ie d )  b e c a u s e  of th e i r  p a s t  s u c c e s s  in  the com pany .
In a s im i l a r  ve in , i t  s e e m s  v e r y  p o s s ib le  th a t  the know ledge 
and p e r c e p t io n  of the o p e ra t in g  e x e c u t iv e s  m a y  in f lu en c e  the fac t  
th a t  s t r a t e g y  i s  r a t i f ie d .  In th is  r e s p e c t ,  the fo llow ing h y p o th e s is  
i s  o ffe red :
H j q :  W h eth er  o r  not ( s t r a t e g ic )  in v e s tm e n t
p r o p o s a l s  f ro m  o p e ra t in g  e x e c u t iv e s  a r e  
ra t i f ie d  (as opposed  to  b e ing  th o ro u g h ly  
ex a m in e d  fo r  a p p r o p r ia t e n e s s  w ith  to ta l  
co m p an y  o b je c t iv e s )  w ill  depend  on the 
know ledge and c a p a b i l i ty  of the e x e c u t iv e s  
head in g  o p e ra t in g  u n its  to p e rc e iv e  and 
p ro p o se  w hat the CEO  w an ts  to sec  and i n 
a m a n n e r  th a t  he w ish e s  to  see  it.
T h is  a p p ro a c h  a t a t te m p t in g  to  e x p la in  r a t i f ic a t io n  would e x am in e
the  C E O  a s  p e rc e iv e d  by o p e ra t in g  m a n a g e r s ,  a s  opposed  to
o p e ra t in g  m a n a g e r s  a s  p e rc e iv e d  by the CEO.
H y p o th e se s  R e la te d  to  S t ra te g ic  E n t i t ie s
F r o m  the r e s e a r c h  f ind ings  in  C h a p te r  VI, i t  w as  su g g e s te d  
th a t  c o r p o ra t io n s  e x i s t  in d i s t in c t  p h a s e s  of s t r a t e g y  d e v e lo p m e n t .  
The p h a s e s  w e re  r e f e r r e d  to as  "new s t r a te g ic  e n t i t i e s , "  " s ta b le  
s t r a t e g i c  e n t i t i e s , "  and "chang ing  s t r a te g ic  e n t i t i e s . "  The f o r th ­
co m in g  s e t  of h y p o th e se s  r e la te  th is  co n cep t  to o th e r  v a r i a b le s
Q
T h e se  l a t t e r  two h y p o th e se s  have  in c o r p o ra te d  a  b e h a v io ra l  
d im e n s io n  a s  a v a r ia b le  in the re la t io n s h ip .
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b ro u g h t  out  in  the r e s e a r c h  f ind ings .  The f i r s t  h y p o th e s i s  i s  a s  
follows:
H j i : The p r o c e s s i n g  of s t r a t e g i c  i n f o r m a t i o n
i s  r e l a t i v e l y  m o r e  s t r u c t u r e d  (as  i n d ic a te d  
by the m ode  of scan n in g  u sed  and the 
s e c u r i n g  of i n f o r m a t i o n  on a p r e d e t e r m i n e d  
b a s i s )  in  s tab le  s t r a t e g i c  e n t i t i e s  than  in 
chang ing  o r  new s t r a t e g i c  e n t i t i e s  of l a r g e  
d iv i s io n a l i z e d  c o r p o r a t i o n s .
This  h y p o th e s i s  s u g g e s t s  th a t  the d e g r e e  of s t r u c t u r e  i n h e r e n t  in
s t r a t e g i c  p lann ing  is d ep en d e n t  on the p a r t i c u l a r  s tag e  of s t r a t e g y
d e v e lo p m e n t  th a t  the c o m p a n y  o r  o p e r a t in g  uni t  is  p r e s e n t l y  in.
The nex t  two h y p o th e s e s  a r e  c l o s e ly  r e l a t e d  and can  be 
viewed a s  p o te n t ia l  e x p la n a t io n s  fo r  the p r e v io u s  r e l a t io n s h ip .  They 
p r o p o s e  th a t  d i f f e r e n t  s t r a t e g i c  e n t i t i e s  ( e . g .  , s tab le  v e r s u s  c h a n g ­
ing) r e q u i r e  th a t  so m e  m o d e s  of s can n in g  be u t i l i z ed  m o r e  than  
o t h e r s ,  thus  d e t e r m i n i n g  the  r e l a t i v e  s t r u c t u r e  i n h e r e n t  in the 
p r o c e  s s .
112 2 : E x e c u t iv e s  h e ad in g  chang ing  o r  new
s t r a t e g i c  e n t i t i e s  of l a r g e  d iv i s io n a l i z e d  
c o r p o r a t i o n s  w i l l  p lay  a m o r e  ac t ive  ro le  
in s e c u r i n g  s t r a t e g i c  i n f o r m a t i o n  by 
u t i l i z in g  i n f o r m a l  s e a r c h  and cond i t ioned  
viewing m o r e  of ten  th an  e x e c u t iv e s  h e a d ­
ing s tab le  s t r a t e g i c  e n t i t i e s .
H j -j : E x e c u t iv e s  h ead in g  s tab le  s t r a t e g i c
e n t i t i e s  of l a r g e  d iv i s io n a l i z e d  c o r p o r a t i o n s  
wil l  u t i l i z e  f o r m a l  s e a r c h  a s  a m o d e  of 
s cann ing  m o r e  of ten  th a n  o t h e r  m o d e s .
T h e s e  h y p o th e s e s  p r o p o s e  a r e l a t i o n s h i p  be tw een  the s tage  of 
s t r a t e g y  d e v e lo p m e n t  and the p a r t i c u l a r  m ode  of s cann ing  u t i l i z e d .
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The r a t i o n a l e  beh ind  t h e s e  r e l a t i o n s h i p s  i s  tha t  s tab le  s t r a t e g i c  
e n t i t i e s  m o n i t o r  s t r a t e g y  and a r e  l e s s  in c l in ed  to  be involved with  
s e e k in g  out  "new "  s t r a t e g i e s  tha t  r e q u i r e  a m o r e  ac t ive  a t t e m p t  a t  
m o n i t o r i n g  s t r a t e g i c  in fo rm a t io n .  On the o th e r  hand,  changing 
s t r a t e g i c  e n t i t i e s  a r e  c o n s ta n t ly  involved  with  m o r e  a c t iv e  s e a r c h  
a im e d  a t  d i s c o v e r i n g  new s t r a t e g i c  a l t e r n a t i v e s .
H y p o th ese s  R e la te d  to St r a t e  gic 
I n f o r m a t io n  Inpu ts  C h o s e n
The c h o ic e s  of the e x e c u t iv e s  of c e r t a i n  i n f o r m a t i o n  inputs  
have  led  to the d e v e lo p m e n t  of  t h r e e  h y p o th e s e s  th a t  wil l  c o n t r ib u te  
to exp la in in g  the r e l a t i o n s h i p  b e tw een  l a r g e  d iv i s io n a l i z e d  f i r m s  
and  the e n v i r o n m e n t  tha t  s u r r o u n d s  th e m .  The f i r s t  h y p o th e s i s  
c o n c e r n s  the r e l a t io n s h ip  b e tw e en  the f i r m s  and the f inanc ia l  c o m ­
m u n i ty .
The e x te n t  to which  f in a n c ia l  r e s o u r c e s  
a c t  a s  a c o n s t r a i n t  i s  d ep en d e n t  on the 
s ize  of the f i r m ,  w i th  l a r g e r  d iv i s io n a l i z e d  
c o r p o r a t i o n s  r e l a t i v e l y  l e s s  c o n s t r a i n e d  by 
f in a n c ia l  r e s o u r c e s  t h a n  s m a l l e r  ones .
In  o t h e r  w o r d s ,  f a c t o r s  i n h e r e n t  in  the l a r g e r  c o r p o r a t i o n s  m a k e  it
r e l a t i v e l y  l e s s  d i f f icu l t  fo r  t h e s e  f i r m s  to ob ta in  the funds n e c e s s a r y
to s u p p o r t  s t r a t e g i c  i n v e s tm e n t  p r o p o s a l s .  C o m m e n t s  o f fe red  by
the  e x e c u t i v e s  lend s u p p o r t  fo r  th i s  h y p o th e s i s .
F r o m  the d i s c u s s i o n  with  the e x e c u t iv e s  c o n c e rn in g  i n f o r ­
m a t i o n  in p u ts  to the d i f f e r e n t i a l  ad v an tag e  d e c i s io n  e m a n a t e s  the
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following hy p o th es is :
In l a r g e  d iv i s io n a l i z e d  c o r p o r a t i o n s ,  
e s t a b l i s h in g  a d i f f e r e n t i a l  advan tage  i s  
dependen t ,  to a g r e a t e r  ex ten t ,  on what  
c o m p e t i t o r s  a r e  doing wel l  and,  to a 
l e s s e r  ex ten t ,  on what  the f i r m  i t s e l f  
h a s  the ca p a b i l i ty  to do p a r t i c u l a r l y  
wel l .
This  h y p o th e s i s  is  c o r r o b o r a t e d  by the e x te n s iv e  r e s e a r c h  c a r r i e d  
on in  e a c h  co m p an y  c o n c e rn in g  the ac t io n s  of c o m p e t i t o r s .  It 
s e e m s ,  h o w e v e r ,  t h a t  i f  th is  h y p o th e s i s  can  be a c c e p te d ,  the f i r m s  
m a y  be o v e r lo o k in g  f a c t o r s  i n h e r e n t  in t h e i r  own o r g a n iz a t io n s .
That i s ,  they  m a y  be taking on a s o m e w h a t  p a s s iv e  ro le ,  p o s s ib ly  
ov e r lo o k in g  s t r e n g t h s  tha t  they  p o s s e s s  in  l ieu  of o th e r  c o m p e te n c e s  
tha t  m a y  be m o r e  d i f f icu l t  to deve lop .
Based  on c e r t a i n  c o m m e n t s  of the e x e c u t iv e s  in  r e l a t i o n  to 
the g e o g ra p h ic  c o n c e n t r a t i o n  d e c i s io n ,  a f ina l  h y p o th e s i s  w il l  be 
p r o p o s e d .  The h y p o th e s i s  points  to the no t ion  th a t  the f in i te  s e t  of 
s t r a t e g i c  v a r i a b l e s  m a y  change  in  t e r m s  of r e l a t i v e  im p o r t a n c e  
with r e s p e c t  to c e r t a i n  c h a r a c t e r i s t i c s  of the f i r m s  c h o sen  for  
in v e s t ig a t io n .
1 1 1 ^ : The r e l a t iv e  i m p o r t a n c e  of a d e c i s io n  c o n ­
c e r n in g  w h e re  to o p e r a t e  and co m p e te  
g e o g r a p h ic a l ly  is  d ependen t  on the ex ten t  
to which a f i r m  is  a l r e a d y  g e o g ra p h ic a l ly  
d i s p e r s e d .
Th is  h y p o th e s i s  h a s  r a m i f i c a t i o n s  on a l l  co m p o n en ts  of a s t r a t e g i c  
d e c i s io n  s y s t e m .  The in d ica t io n  is  tha t  if this  is  t r u e  for  the
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g e o g ra p h ic  c o n c e n t r a t i o n  d e c i s io n ,  i t  m a y  be t r u e  f o r  o th e r  
d e c i s io n s .  T ha t  i s ,  upon f u r t h e r  r e s e a r c h ,  i t  m a y  be found th a t  the 
r e l a t i v e  im p o r t a n c e  of the d e c i s io n s  tha t  m a k e  up a s t r a t e g i c  
d e c i s io n  s y s t e m  m a y  change  a c c o r d in g  to,  e . g . ,  the s ize  of the 
f i r m ,  the i n d u s t r y  in v e s t ig a te d ,  o r  so m e  o th e r  d e f inab le  p a r a m e t e r . ^
It is in tended  tha t  the p re c e d in g  h y p o th e se s  deve loped  f r o m  
th is  r e s e a r c h  c o n t r ib u te  to u n d e r s t a n d in g  the concep t  of s t r a t e g y  
fo rm u la t io n  a s  i t is u sed  in the r e a l  w or ld .  It should be e m p h a s iz e d  
th a t  the h y p o th e se s  w e r e  d eve loped  u t i l i z in g  in fo r m a t io n  f r o m  
m id d le  m a n a g e r s  h e ad in g  o p e ra t in g  un i ts  in  five l a r g e  d iv i s io n a l i z e d  
c o r p o r a t i o n s .  The e x e c u t iv e s  i n t e rv i e w e d  w e r e  e x t r e m e l y  h igh  in 
the o rg a n iz a t io n a l  h i e r a r c h y ,  had l a r g e  s a l e s  r e s p o n s i b i l i t i e s ,  and 
w e r e  m a j o r  p a r t i c ip a n t s  in  shap ing  the d e s t i n y  of t h e i r  p a r t i c u l a r  
uni t  and,  to some ex ten t ,  the d e s t in y  of the e n t i r e  c o r p o ra t io n .  
C o n seq u en t ly ,  the f indings  d i s c u s s e d  in  the p r e v io u s  c h a p t e r  and 
the h y p o th e se s  p r e s e n t e d  h e r e  a r e  s e e n  as  being su p p o r te d  by the 
c r e d ib i l i t y  of the r e s p o n d e n t s .
^In the view of th is  r e s e a r c h e r ,  e v e n  though the r e l a t iv e  
i m p o r t a n c e  m a y  change ,  the f in i te  se t  of d e c i s io n s  a s  they  a r e  
p r e s e n t e d  in  th is  p a p e r  w il l  not.
^ B e s i d e s  the e x te n s iv e  w o rk  of Bow er  in  one l a r g e  
d iv i s io n a l i z e d  c o r p o r a t io n ,  v e r y  few a d d i t iona l  s tu d ie s  have  been  
found w h e r e  m a n a g e r s  on the t h i rd  leve l  down in  the o r g a n iz a t io n a l  
h i e r a r c h y  of  l a rg e  c o r p o r a t i o n s  w e r e  u sed  a s  a s o u r c e  of d a ta  fo r  
r e s e a r c h  on s t r a t e g y  fo rm u la t io n .
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D ir e c t io n  fo r  F u tu re  R e s e a r c h
F o r  those  who w ish  to f u r t h e r  in v e s t i g a t e  the topic  of 
c o r p o r a t e  s t r a t e g y ,  the h y p o th e se s  deve loped  in  th is  c h a p te r  o f fe r  
a n u m b e r  of va luab le  in s ig h t s .  T h ese  h y p o th e se s  c a n  be u sed  in a t  
l e a s t  two d i s t i n c t  w ay s ,  both  of which  would b enef i t  the d e v e lo p ­
m e n t  of the field of c o r p o r a t e  s t r a t e g y  in t e r m s  of e m p i r i c a l  
knowledge.
A f i r s t  a p p r o a c h  would be to take  one o r  m o r e  of the 
h y p o th e se s  and se t  out  to t e s t  t h e m  a c r o s s  i n d u s t r y  l in es  and fo r  
f i r m s  of v a ry in g  s i z e s .  Th is ,  of c o u r s e ,  would benef i t  the f ie ld  by 
o f fe r ing  an u n d e r s t a n d in g  of how the h y p o th e se s  co n t r ib u te  to 
exp la in ing  phenom ena  a c r o s s  a w id e r  s a m p le .  I m p l i c i t  in th is  
a p p r o a c h  is the notion tha t  a b e t t e r  u n d e r s t a n d in g  of a topic can 
be ga ined  by in v es t ig a t in g  s m a l l  s e g m e n ts  ;tt a t im e .
A second a p p r o a c h  would be to u se  the h y p o th e se s  deve loped  
p r e v io u s ly  a s  e x p la n a to r y  o r  d e f in i t io n a l  r e l a t i o n s h i p s .  In th is  
m a n n e r ,  the h y p o th e se s  p ro v id e  in s igh ts  c o n c e rn in g  c e r t a i n  
p h en o m en a  tha t  m a y  e x is t ,  and the focus  would be on f u r t h e r  i n ­
v e s t ig a t io n  of the to ta l  p r o c e s s  of s t r a t e g y  fo rm u la t io n .  The s a m p le  
s ize  would be kept  s m a l l  ( p r e f e r a b ly ,  no m o r e  th an  two), the m a j o r  
a i m  b e ing  to deve lop  an u n d e r s t a n d in g  of the to ta l  concep t  in d i f ­
f e r e n t  f i r m s .  I m p l i c i t  in th is  a p p r o a c h  i s  the not ion  tha t  ex a m in in g  
the  to ta l  co n ce p t  i s  n e c e s s a r y  b e fo re  t e s t i n g  c e r t a i n  p a r t s .  In
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s u p p o r t  of th is  a p p r o a c h ,  Bow er  h a s  s ta te d  tha t
. . .  a t  th i s  t im e  a v a i lab le  knowledge about  policy- 
p r o c e s s  p r o b l e m s  i s  so l im i t e d  tha t  b a s ic  in s ig h t s  
a r e  need ed  on which  h ig h e r  o r d e r  g e n e r a l i z a t i o n s  
can  be c o n s t r u c t e d .  The p r o c e s s  i s  not  d e d u c t iv e ,  
n o r  does  i t  fi t  into the h y p o th e s i s  t e s t i n g  f o r m a t .  ^
As a co n t inua t ion  of  the second  a p p r o a c h ,  th i s  r e s e a r c h e r  
would ad v o ca te  u t i l i z in g  the f ive  C j  v a r i a b l e s  a s  a b a s i s  fo r  i n ­
v e s t ig a t in g  s t r a t e g y  on an  in -d e p th  b a s i s .  The in d ic a t io n  f r o m  the 
r e s e a r c h  conduc ted  h e r e  w as  th a t  h igh  leve l  e x e c u t iv e s  had  no 
p r o b le m  u n d e r s t a n d in g  o r  r e l a t i n g  to q u e s t io n s  th a t  w e r e  posed  
us ing  the f in i te  s e t  of s t r a t e g i c  d e c i s io n s .  The r e s e a r c h  should  go 
into g r e a t e r  depth ,  h o w e v e r ,  c o n c e r n in g  p a r t i c u l a r  d e c i s io n s  tha t  
have  b ee n  o r  a r e  be ing  m a d e ,  how well  s t r a t e g y  h a s  b e e n  a r t i c u l a t e d ,  
and the  ex ten t  to which  d i f f e r e n t  people  p lay  d i f f e r e n t  r o l e s  in the 
s t r a t e g y  f o rm u la t io n  p r o c e s s .  Th is  wil l  r e q u i r e  t a lk ing  to a 
g r e a t e r  n u m b e r  of people and an a ly z in g  d o c u m e n t s  w i th  a focus  on 
co n ten t  m o r e  than  fo rm a t .  It  w i l l  r e q u i r e  th a t  the  r e s e a r c h e r  spend 
a c o n s id e ra b l e  am o u n t  of t im e  in v e s t ig a t in g  a s ing le  f i r m .  ^
The g e n e r a l  n a tu r e  of th is  a p p r o a c h  is c o n s i s t e n t  with the 
e x i s t in g  s ta t e  of the a r t  c o n c e r n in g  t h e o r y  d e v e lo p m e n t  in  the f ie ld
^ B o w e r ,  The R e s o u r c e  A l lo c a t io n  P r o c e s s , p.  25.
1 2 The m a j o r  l im i t a t i o n s  on th is  type of d e s ig n  a r e ,  f i r s t ,  
p e r m i s s i o n  to e n t e r  l a r g e  f i r m s  fo r  the p u r p o s e  of s tudying  
s t r a t e g y  and,  second ,  f in a n c ia l  r e s o u r c e s  r e q u i r e d  to s u p p o r t  such  
s t u d i e s .
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of c o r p o r a t e  s t r a t e g y .  ^  At th is  s tage  of the ev o lu t io n  of knowledge 
in  the f ie ld ,  i t  s e e m s  a p p r o p r i a t e  to i n v e s t i g a t e  on a n  i n - d e p th  b a s i s  
the t o ta l  p h e n o m e n a  in  d i f f e r e n t  o r g a n i z a t i o n a l  s e t t in g s .  A f t e r  a 
s ig n i f ic a n t ly  l a r g e  n u m b e r  of t h e s e  in v e s t ig a t io n s  have  been  c o m ­
p le ted  o v e r  a n u m b e r  of y e a r s ,  r e s e a r c h e r s  w i l l  be b e t t e r  equ ipped  
to iden t i fy  r e l e v a n t  v a r i a b l e s .  E a ch  in v e s t ig a t io n  c a n  d eve lop  
h y p o th e s e s  fo r  the p u rp o se  of point ing out p h e n o m e n a  tha t  m a y  
o c c u r  u n d e r  fu tu re  r e s e a r c h  e f fo r t s .  The m a j o r  goal ,  h o w e v e r ,  
would be to d e s c r i b e  how s t r a t e g y  is f o rm u la t e d  in d i f f e r e n t  
o r g a n i z a t i o n s  and a t  d i f f e r e n t  l e v e l s  in the o r g a n i z a t i o n a l  h i e r a r c h y .
Im p l i c a t io n s  of the Study fo r  
T e a c h e r s , R e s e a r c h e r s , and P r a c t i t i o n e r s  
As noted  p r e v io u s ly ,  the  a p p r o a c h  to in v e s t ig a t in g  s t r a t e g y  
in th is  r e s e a r c h  was  s ig n i f ican t ly  d i f f e r e n t  f r o m  any  o t h e r  a t t e m p t s  
tha t  have  been  m a d e .  Th is  r e s e a r c h  chose  to def ine  s t r a t e g y  as  a 
f in i te  s e t  of d e c i s io n s ,  thus  m ak in g  the co n c ep t  m o r e  a n a ly t i c a l .  
Although the r e s e a r c h  did not s e t  out to t e s t  th i s  d e f in i t ion ,  the 
g e n e r a l  in d ica t ion  f r o m  the e x ec u t iv e s  in t e rv i e w e d  w as  tha t  they
^ F o r  a  view r e l a t e d  to the c u r r e n t  s ta te  of the a r t ,  s ee ,  
fo r  e x a m p le ,  D an  E .  Schende l  and K enne th  J .  H a t ten ,  " B u s i n e s s  
P o l i c y  o r  S t r a t e g i c  M anagem en t :  A B r o a d e r  View fo r  an  E m e r g i n g  
D i s c ip l in e "  (a p r o f e s s i o n a l  p a p e r  p r e s e n t e d  a t  the N a t io n a l  M eet ing  
of the D iv i s io n  of B u s in e s s  P o l i c y  and P lan n in g ,  A c a d e m y  of 
M a n a g em en t ,  M in n eap o l i s ,  M inneso ta ,  1972), p. 7.
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w e r e  in a g r e e m e n t  with the s t r a t e g i c  d e c i s io n s  o r  C j  v a r i a b l e s .  ^  
Th is  f inding h a s  m a j o r  i m p l i c a t i o n s  fo r  t e a c h e r s ,  r e s e a r c h e r s ,  and 
p r a c t i t i o n e r s  in  the f ie ld  of c o r p o r a t e  s t r a t e g y .
F o r  t e a c h e r s  of s t r a t e g y ,  the co n cep t  of a s t r a t e g i c  d e c i s io n  
s y s t e m  o f fe r s  an  a p p r o a c h  to s t r a t e g y  tha t  is  e a s i e r  f o r  s tu d e n ts  to 
c o m p r e h e n d  th an  e a r l i e r ,  m o r e  n ebu lous  c o n c e p t s .  Th is  is  p r i ­
m a r i l y  due to the m o r e  a n a ly t i c a l  a p p r o a c h  u t i l i z e d  to c o n c e p tu a l iz e  
the c o m p le x  a r e a .  S im i l a r ly ,  the r e m a i n d e r  of the t h e o r e t i c a l  
f r a m e w o r k  (the second  and t h i rd  c l a s s e s  of  v a r i a b l e s  in  F ig u r e  I I - 1 
exp la ined  in the l a t t e r  p a r t  of C h a p te r  III and in C h a p t e r  IV of th is  
p a p e r )  i s  a m o r e  s y s t e m a t i c  w ay  to a p p r o a c h  the i m p l e m e n t a t i o n  of 
s t r a t e g y  and the i n t e r r e l a t i o n s h i p s  b e tw e e n  func t iona l  a r e a s ,  ' t h u s ,  
the  to ta l  f r a m e w o r k  can  be v iewed a s  an  i n t e g r a t i v e  s y s t e m  th a t  
can  be used  to t e a c h  the fo rm u la t io n  and i m p l e m e n ta t io n  of s t r a t e g y  
and a g e n e r a l  m a n a g e m e n t  p e r s p e c t i v e - - f o u n d a t i o n  c o n ce p ts  in a 
c o u r s e  focus ing  on g e n e r a l  m a n a g e m e n t .
O th e r  e m p i r i c a l  f indings  a r e  a l s o  e x t r e m e l y  r e l e v a n t  to 
t e a c h in g  c o u r s e s  tha t  focus  on the fie ld of c o r p o r a t e  s t r a t e g y .  F o r  
e x a m p le ,  in s igh ts  d e r i v e d  f r o m  e m p i r i c a l  w o rk  p ro v id e  the t e a c h e r  
of s t r a t e g y  with c o n c e p t s  that d e s c r i b e  what j_s happen ing  in the r e a l  
w o r ld .  T h e se  c o n cep ts  c o m p le m e n t  the n o r m a t i v e  l i t e r a t u r e
^ T h i s  s e e m s  to a t  l e a s t  i n d ica te  tha t  the s t r a t e g y  p o r t io n  of 
the t h e o r e t i c a l  f r a m e w o r k  (C j  v a r i a b l e s  in F ig u re  I I - 1) h a s  w i th ­
stood fit;Id inv es t ig a t io n .
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pro v id in g  fo r  a m o r e  co m p le te  a p p r o a c h  to the s u b je c t  m a t t e r .  The 
f indings  in th is  r e s e a r c h  co n c e rn in g  co n cep ts  such  a s  r a t i f i c a t io n ,  
a r t i c u l a t i o n ,  and the f o rm u la t io n  of s t r a t e g y  a t  l e v e l s  o th e r  th a n  the 
top of the  m a n a g e m e n t  h i e r a r c h y ,  a l l  c o n t r ib u te  to t e ac h in g  w hat  i s  
happen ing ,  a s  w e l l  a s  w ha t  should  be happen ing .
F o r  r e s e a r c h e r s  of s t r a t e g y ,  the c o n c e p tu a l  m o d e l  of e n t e r ­
p r i s e  d e c i s io n  m a k in g  (F ig u r e  I I - 1), the d e v e lo p m e n t  of th i s  m o d e l  
in to  a t h e o r e t i c a l  f r a m e w o r k  fo r  c o r p o r a t e  s t r a t e g y  (C h a p te r s  III and 
IV), and tlu' e m p i r i c a l  w ork  conducted  u s in g  p a r t  of the co n c ep tu a l  
m o d e l ,  a l l  p rov ide  f ru i t fu l  av en u es  for  fu tu re  r e s e a r c h .  The 
d e c i s io n a l  o r i e n ta t i o n  used  as  the b a s i s  for  the t h e o r e t i c a l  f r a m e ­
w o r k  p inpoin ts  a r e a s  tha t  inf luence the f o rm u la t io n  and i m p l e m e n t a ­
t ion of s t r a t e g y  and def ine  the i n t e r r e l a t i o n s h i p s  b e tw e en  func t iona l  
a r e a s .  E a c h  c l a s s  of d e c i s io n s  p r e s e n t e d  in F i g u r e  I I - 1 h a s  
p o te n t ia l  fo r  r e s e a r c h  tha t  wi l l  co n t r ib u te  to dev e lo p in g  an 
e m p i r i c a l l y  b a se d  f r a m e w o r k  of e n t e r p r i s e  d e c i s io n  m aking .
At th i s  point in t im e ,  h o w ev er ,  the co n cep t  of a f in i te  s e t  of 
d e c i s io n s  to def ine  s t r a t e g y  h a s  the g r e a t e s t  p o te n t ia l  of be ing  a 
s ig n i f i can t  c o n t r ib u t io n  to r e s e a r c h e r s .  If r e s e a r c h  on s t r a t e g y  is  
a p p r o a c h e d  u s in g  the s a m e  b a s ic  d e c i s io n s ,  r e s u l t s  c a n  be c o m p a r e d  
and a n a ly ze d  on the s a m e  def inab le  p a r a m e t e r s .  R e s e a r c h e r s  can  
def ine  s t r a t e g y  b a s e d  on a  f i r m ' s  p e r f o r m a n c e  c r i t e r i a ,  c u s t o m e r  
m ix ,  p ro d u c t  m ix ,  d i f f e r e n t i a l  ad v an tag e ,  and g eo g ra p h ic
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c o n c e n t r a t i o n .  F u r t h e r  use  of th is  co ncep t  of s t r a t e g y  w i l l  e i t h e r  
c o n f i r m  o r  r e fu te  the not ion  tha t  any  f i r m ' s  s t r a t e g y  can  be def ined  
in  th i s  m a n n e r .  With a def inab le  concept ,  such  as  the one p r o p o s e d  
h e r e ,  s t r a t e g y  c a n  be i n v e s t ig a t e d  and c o m p a r e d  c o n t r ib u t in g  to the  
d e v e lo p m e n t  of e m p i r i c a l  da ta  in the f ie ld .
F o r  the p r a c t i t i o n e r ,  the concep t  of a f in i te  s e t  of s t r a t e g i c  
d e c i s io n s  to def ine  c o r p o r a t e  s t r a t e g y  c an  be u sed  as  a m o r e  
s y s t e m a t i c  way to o p e r a t i o n a l i z e  the p henom ena .  Th is  a n a ly t i c a l  
a p p r o a c h  m a k e s  m o r e  " s c i e n t i f i c "  what e x e c u t iv e s  (at l e a s t  the five 
i n v e s t ig a te d )  had been  doing a l l  a long. A m o r e  a n a ly t i c a l  a p p ro a c h  
c a n  be u s e d  to def ine  and fo rm u la t e  s t r a t e g y  w i th in  o r g a n iz a t io n s  
j u s t  a s  w e l l  a s  i t  can  be u s e d  to t e a c h  and r e s e a r c h  the concep t .
The p r o b l e m  of e x p l i c i t ly  conveying o r  a r t i c u l a t i n g  s t r a t e g y  
th ro u g h o u t  an  o r g a n iz a t io n  is obvious ly  com pounded  by lack  of a 
c l e a r  def in i t ion .  If tin; f o r m u l a t o r  of s t r a t e g y  was  to def ine  h is  
f u tu re  c o u r s e  of ac t ion  (or  a s k  o t h e r s  to def ine  t h e i r s )  in t e r m s  of 
the five C |  v a r i a b l e s ,  a c l e a r e r  a r t i c u l a t i o n  m a y  r e s u l t .  Most  of 
the e x e c u t iv e s  r e c o g n iz e d  th is  benef i t  in the d e f in i t ion  of s t r a t e g y  
u t i l i zed  p r o b a b ly  b e c a u s e  they  saw in  the  five C l  v a r i a b l e s  the 
e l e m e n t s  of s t r a t e g y  th a t  they  had  used  in  the p a s t .  The id ea  tha t  
the  five C j  v a r i a b l e s  can  be used  to exp la in  s t r a t e g y  i s  f u r t h e r  
r e a s o n  to p r o p o s e  tha t  the co ncep t  can  a l s o  be u s e d  to convey 
s t r a t e g y ,  e i t h e r  upw ard  o r  dow nw ard  in  an o rg a n iz a t io n a l  se t t ing .
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A Synops is  of the T h e o r e t i c a l  and 
E m p i r i c a l  W ork  of th is  Study
The g e n e r a l  p u rp o se  of th is  p a p e r  was  to c o n t r ib u te  both 
t h e o r e t i c a l  and e m p i r i c a l  r e s e a r c h  to the f ie ld  of s t r a t e g y .  The 
t h e o r e t i c a l  w o rk  p r e s e n t e d  in C h a p t e r s  II, III, and IV and the 
e m p i r i c a l  w o rk  p r e s e n t e d  in C h a p t e r s  V, VI, and p a r t  of VII have 
focused  on fu lf i l l ing  th is  g e n e ra l  p u r p o s e .  E a c h  s e g m e n t ,  h o w e v e r ,  
had  m o r e  e x p l ic i t  p u r p o s e s  tha t  a l lowed one to c o m p le m e n t  the 
o th e r .
The o b jec t ive  of the t h e o r e t i c a l  w o rk  w as  to d ev e lo p  a 
f r a m e w o r k  fo r  c o r p o r a t e  s t r a t e g y  tha t  would f o r m  a b a s i s  fo r  not 
only  th is  r e s e a r c h ,  but fu ture  r e s e a r c h  in the f ie ld . An ob jec t ive  
of the e m p i r i c a l  w ork  was  to u t i l ize  c o n c ep ts  deve loped  in the 
t h e o r e t i c a l  f r a m e w o r k  to obta in  d a ta  d e s c r i b i n g  how c o r p o r a t e  
s t r a t e g y  is f o rm u la te d  in the r e a l  w or ld .
A m a j o r  concep t  deve loped  in e a r l i e r  c h a p t e r s  and used  as  
p a r t  of the e m p i r i c a l  r e s e a r c h  w as  th a t  t h e r e  e x i s t s  a  f in i te  s e t  of 
d e c i s io n s  tha t  def ine  c o r p o r a t e  s t r a t e g y .  Th is  d e c i s io n a l  o r i e n ta t i o n  
p ro v id e d  the nuc leus  for  the q u e s t io n s  posed to  t h i rd  leve l  e x e c u t iv e s  
in  l a r g e  d iv i s io n a l i z e d  c o r p o r a t i o n s .  The r e s e a r c h  was  a l so  p a t ­
t e r n e d  a f t e r  the idea  ( p r e s e n te d  in C h a p te r  II) tha t  e x t e r n a l  and 
i n t e r n a l  i n fo rm a t io n  inputs  a r e  fed to th e se  d e c i s io n s  fo r  th e m  to be 
m a d e .  The e m p i r i c a l  w o rk  p r o c e e d e d  to e x a m in e  how s t r a t e g i c
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i n f o r m a t i o n  inpu ts  w e r e  r e c e iv e d ,  w h a t  people  w e r e  invo lved  in  
ob ta in ing  the inputs ,  and how often the inpu ts  w e r e  s e n t  to the 
e x e c u t iv e s  in te rv ie w e d .
A f ina l  ob jec t ive  of the e m p i r i c a l  w o r k  w as  to u t i l i z e  the 
f indings  ob ta ined  f r o m  d a ta  g a th e r e d  to  deve lop  h y p o th e s e s  and 
g u id e l in e s  f o r  fu tu re  r e s e a r c h  in  the f ie ld  of c o r p o r a t e  s t r a t e g y .
Th is  o b jec t ive  was  fulf il led  in  th is  c h a p t e r  with  the p r e s e n t a t i o n  of 
s ix t e e n  h y p o th e se s  that  wi ll  h e lp  to guide fu tu re  r e s e a r c h  a t t e m p t s  
in th is  co m p lex  and r e l a t iv e ly  u n exp lo red  a r e a .
In e s s e n c e ,  th is  w o rk  was  a im e d  a t  the d e v e lo p m e n t  of 
u se fu l  t h e o r y  in the f ie ld .  The d e v e lo p m e n t  of a t h e o r e t i c a l  f r a m e ­
w o r k  and then  us ing  p a r t  of tha t  f r a m e w o r k  in f ie ld  r e s e a r c h  have  
c o n t r ib u te d  to th is  a im .  To th is  ex ten t ,  t h e r e  i s  no in d ica t io n  tha t  
po in ts  to the s t r a t e g y  p o r t io n  of F ig u re  I I - 1 be ing  co n c ep tu a l ly  
unsound .  On the c o n t r a r y ,  t h e r e  is e v e r y  in d ica t io n  th a t  the co n cep t  
of a s t r a t e g i c  d ec i s io n  s y s t e m  and the five C j  v a r i a b l e s  o f fe r  a  way 
to def ine  s t r a t e g y  that is c o n s i s t e n t  with what  is  tak ing  p lace  (in a t  
l e a s t  five f i r m s )  in the r e a l  w or ld .  To a c e r t a i n  d e g r e e ,  the c o n ­
cep t  h a s  been  e m p i r i c a l l y  ve r i f i e d  for  fu tu re  r e s e a r c h  a t t e m p t s  to 
u se  a s  a foundation for  m o r e  w id e s p re a d  in v e s t ig a t io n  of s t r a t e g y  
fo rm u la t io n .
The f indings  and h y p o th e se s  deve loped  a l l  c o n t r ib u te  in  
so m e  w ay  to the e m p i r i c a l  r e s e a r c h  ob jec t ive  of finding out how
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s t r a t e g y  i s  f o rm u la t e d .  Some f indings  led  to the d e v e lo p m e n t  a n d / o r  
c o r r o b o r a t i o n  of s o m e  c o n t e m p o r a r y  thoughts  c o n c e rn in g  v a r io u s  
p h e n o m e n a  tha t  o c c u r  d u r in g  the p r o c e s s  of f o rm u la t in g  c o m p a n y  
s t r a t e g y .  C e r t a i n  id e a s  b rough t  fo r th  inc luded  (1) the e x i s t e n c e  of 
f i r m s  in d i f f e r e n t  s ta g e s  of s t r a t e g y  d ev e lo p m e n t ,  (2 ) the p o s s ib le  
r e l a t i o n s h i p  b e tw een  s ta g e s  of d e v e lo p m e n t  and m o d e s  of s cann ing  
u s e d  to s e c u r e  s t r a t e g i c  in fo rm a t io n ,  and (3) the n o t io n  tha t  ch ief  
e x e c u t iv e  o f f i c e r s  tend  to r a t i f y  and m a y  not be the a c tu a l  f o r m u -  
l a t o r s  of s t r a t e g y  in  s o m e  f i r m s .
T h e  r e s e a r c h  p r o j e c t  p r e s e n t e d  i n  t h i s  d i s s e r t a t i o n  w a s  
j u s t i f i e d  o n  the  b a s i s  o f  the  f i e l d  o f  s t r a t e g y  n e e d i n g  r e s e a r c h  t h a t  
w o u l d  (1)  c o n t r i b u t e  to th e  d e v e l o p m e n t  o f  t h e o r y  f o r  th e  f i e l d  and  
(2)  c o n t r i b u t e  e m p i r i c a l  r e s e a r c h  t o  the r e l a t i v e l y  u n e x p l o r e d  t o p i c  
o f  s t r a t e g y  f o r m u l a t i o n .  T o  t h i s  e x t e n t ,  t h i s  r e s e a r c h  h a s  o f f e r e d  
a  t h e o r e t i c a l  f r a m e w o r k ,  a  n u m b e r  o f  n e w  c o n c e p t s  i n h e r e n t  in th e  
f r a m e w o r k ,  e m p i r i c a l  d a t a ,  r e s e a r c h  f i n d i n g s ,  an d  h y p o t h e s e s  th a t  
c o n t r i b u t e  to c l a r i f y i n g  the  t o p i c  o f  c o r p o r a t e  s t r a t e g y .
A P P E N D IX  A
INFORMATION CONCERNING TH E EX E C U T IV E S  
AND THE CO RPORATIONS IN V E S T IG A T E D 1
The s a m p le  fo r  th is  r e s e a r c h  c o n s i s t e d  of five e x e c u t iv e s  in
f ive  l a r g e  d iv i s io n a l i z e d  c o r p o r a t i o n s .  F o u r  e x e c u t iv e s  head ed
o p e r a t i n g  un i ts  and one ex ec u t iv e  w as  r e s p o n s i b l e  fo r  d iv i s io n a l
p lanning .  F o u r  of  the c o r p o r a t i o n s  (B, C, D, and E)  r an k ed  in the
top t e n  p e r c e n t  and the  o th e r  in the top fifty p e r c e n t  of the  F o r tu n e
2"500"  l i s t in g  pub l i shed  in  1974. The s a l e s  of t h e s e  c o r p o r a t i o n s  
r an g ed  f r o m  a h igh  of a ro u n d  s ix  b i l l ion  d o l l a r s  to a  low of a ro u n d  
s e v en  h u n d red  m i l l io n  d o l l a r s .
F o u r  of the e x e c u t iv e s  headed  o p e r a t in g  u n i t s  t h a t  c o m p e te d  
in  the c h e m i c a l  in d u s t ry  (B, C, D, and E).  The p ro d u c t s
^ n  an  a t t e m p t  to  d i s g u i s e  the  c o m p a n i e s ,  they  w il l  be 
r e f e r r e d  to a s  A, B, C, D, and E .  H ow ever ,  the a p p r o x im a te  
s a l e s  f ig u r e s  t h a t  wil l  be p r e s e n t e d  a r e  a c tu a l .
2Since one of the  f i r m s  (B) is  f o r e i g n - b a s e d ,  i t  i s  not  in ­
c luded  in  the F o r tu n e  "500.  " I ts  s a l e s ,  h o w e v e r ,  would p lace  i t  
in the top twenty  of the F o r tu n e  s u rv e y .  " F o r t u n e ' s  D i r e c t o r y  of 




m a n u f a c t u r e d  by the uni ts  inc luded  v inyl  r e s i n s  and com p o u n d s ,  
sy n th e t ic  l u b r i c a n t s ,  m e th an o l ,  a m m o n ia ,  a c e ty l e n e ,  f e r t i l i z e r ,  
po lyv iny l  c h lo r id e ,  s ty r e n e ,  p o lye thy lene ,  and nylon.  C o nsequen t ly ,  
the un i t s  w e r e  c lo s e ly  r e l a t e d  in  t e r m s  of e i t h e r  p r o d u c t s  m a n u ­
f a c t u r e d  o r  r aw  m a t e r i a l s  r e q u i r e d  to p ro d u ce  f in i sh ed  p r o d u c t s .
In o th e r  w o r d s ,  they  o p e r a t e d  in s i m i l a r  e n v i r o n m e n t s .
The fifth e x e c u t iv e  (A) h ea d ed  the p lann ing  g ro u p  fo r  a
d iv i s io n  tha t  c o m p e te d  in the m e t a l s  in d u s t r y .  In  m o r e  sp ec i f ic
t e r m s ,  th is  d iv i s io n  w as  in the a l u m i n u m  f a b r i c a t i o n  b u s in e s s
m a n u f a c tu r in g  a l a r g e  p a r t  of t h e i r  p r o d u c t s  for  the hous ing ,
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m o b i le  h o m e s ,  and a u to m o t iv e  i n d u s t r i e s .  A l though e x e cu t iv e  A 
did not have  f o r m a l  a u th o r i t y  o v e r  the d iv i s io n ,  it w as  found tha t  
he p layed  a m a j o r  ro le  in i t s  funct ion ing .  He had  p r i m e  r e s p o n s i ­
b i l i ty  fo r  m o n i to r in g  the e n v i r o n m e n t  w i th in  which  the d iv i s io n  
o p e r a t e d  and d eve lop ing  p r o p o s a l s  fo r  s t r a t e g i c  c h an g e s .
F i g u r e s  A - 1 th ro u g h  A - 5 a r e  p a r t i a l  o r g a n iz a t io n  c h a r t s  of 
the live c o m p a n ie s  in v es t ig a te d .  The p a r t i c u l a r  e x e c u t iv e  i n t e r ­
v iewed is noted in each  f ig u re  with an  a s t e r i s k  b e s id e  the  pos i t ion  
th a t  he h o ld s .  It can  be s een  f ro m  the o rg a n iz a t io n  c h a r t s  that  
the  e x e c u t iv e s  i n te rv ie w e d  a r e  on v e r y  s i m i l a r  l e v e l s  in t h e i r  
r e s p e c t i v e  o r g a n iz a t io n s .
F in a l ly ,  the a p p r o x im a te  s a l e s  of the uni ts  th a t  the e x e c u ­
t iv e s  h e a d e d  w e r e  as  follows:  A - - o n e  h u n d red  m i l l i o n  d o l l a r s ,
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B - - tw o  h u n d re d  m i l l io n  d o l l a r s ,  C - - t h r e e  h u n d red  m i l l i o n  d o l l a r s ,  
D - - t h r e e  hun d red  m i l l io n  d o l l a r s ,  and E - - t w o  h u n d re d  m i l l io n  
d o l l a r s .
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FIGURE A - 2
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